









EMERGENCY OIL LIFT PROGRAM 
AND RELATED OIL PROBLEMS 





JOINT HEARINGS 


BEFORE 


SUBCOMMITTEES OF THE 
COMMITTEE ON THE JUDICIARY 


COMMITTEE ON 
INTERIOR AND INSULAR AFFAIRS 
UNITED STATES SENATE 
EIGHTY-FIFTH CONGRESS 


FIRST SESSION 
PURSUANT TO 


S. Res. 57 


(85th Congress) 
















PART 2 
FEBRUARY 27, 28, MARCH 5, 6, 7, 8, 20, 21, AND 22, 1957 


Printed for the use of the Committee on the Judiciary and the 
Committee on Interior and Insular Affairs 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 


COMMITTEE ON THE JUDICIARY 
JAMES O. EASTLAND, Mississippi, Chairman 


ESTES KEFAUVER, Tennessee ALEXANDER WILEY, Wisconsin 

OLIN D. JOHNSTON, South Carolina WILLIAM LANGER, North Dakota 
THOMAS C. HENNINGS, Jr., Missouri WILLIAM E. JENNER, Indiana 

JOHN L. McCLELLAN, Arkansas ARTHUR V. WATKINS, Utah 

JOSEPH C. O’MAHONEY, Wyoming EVERETT MCKINLEY DIRKSEN, Illinois 
MATTHEW M. NEELY, West Virginia JOHN MARSHALL BUTLER, Maryland 
SAM J. ERVIN, J&., North Carolina ROMAN L. HRUSKA, Nebraska 





SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
ESTES KEFAUVER, Tennessee, Chairman 


THOMAS C. HENNINGS, JR., Missouri WILLIAM LANGER, North Dakota 
JOSEPH C. O’MAHONEY, Wyoming EVERETT McKINLEY DIRKSEN, Illinois 
MATTHEW M. NEELY, West Virginia ALEXANDER WILEY, Wisconsin 


DONALD P. McHUGH, Counsel 


COMMITTEE ON INTERIOR AND INSULAR AFFAIRS 
JAMES E. MURRAY, Montana, Chairman 


CLINTON P. ANDERSON, New Mexico GEORGE W. MALONE, Nevada 
HENRY M. JACKSON, Washington ARTHUR V. WATKINS, Utah 
JOSEPH C. O’MAHONEY, Wyoming HENRY DWORSHAK, Idaho 
ALAN BIBLE, Nevada THOMAS H. KUCHEL, California 
RICHARD L. NEUBERGER, Oregon FRANK A. BARRETT, Wyoming 
JOHN A. CARROLL, Colorado BARRY GOLDWATER, Arizona 
FRANK CHURCH, Idaho GORDON ALLOTT, Colorado 


SUBCOMMITTEE ON PusBLic LANDS 
JOSEPH C. O’MAHONEY, Wyoming, Chairman 


CLINTON P. ANDERSON, New Mexico HENRY DWORSHAK, Idaho 
ALAN BIBLE, Nevada THOMAS H. KUCHEL, California 
RICHARD L. NEUBERGER, Oregon FRANK A. BARRETT, Wyoming 
FRANK CHURCH, Idaho GORDON ALLOTT, Colorado 


rm 


UNIT 





~ 





DEPOSITED BY THE 
UNITED STATES OF AMERICA 


CONTENTS 


FEBRUARY 27—MARCH 21 


Abernathy, Jack H., vice president of Big Chief Drilling Co., Oklahoma 
City, and president of American Association of Oil Well Drilling Con- Page 


STI i ec ices e saci eieiccmacck amare Si Reece nw docaga tn Seen Ne acaiatien tn atin Ringtone hcben 1338 
Brazell, Reid, president, Leonard Refineries, Inc., Alma, Mich_____-______ 1378 
Clark, Lester, Breckenridge, Tex. ; accompanied by Street, Bruce, Graham, 

PO ss anslneiag tess tcalah elem ihc acaba tbat das a alia eee i ihari tie ce lihg ad inte ead acters 934 
Coleman, Stewart P., chairman, Middle East Emergency Committee ; accom- 

panied by Hamilton, Fowler, counsel_____---._-___---_____--__-- 1002, 1045 


Cresente, James V., executive secretary, the Cleveland Independent Gaso- 
line Dealers Association, Inc., Cleveland, Ohio; accompanied by Thiel, 
POMC Tis, ITO ii cts a Pas as ee ewe 913 
Davies, F. A., chairman of the board of the Arabian-American Oil Co.; 
accompanied by Duce, James Terry, vice president, and Erskine, Doug- 


Rebel Se I a spake eabeiaces bets neleinomen 1391, 1479 
Beir, WF. iss ey a an a no ee ees oe ce reeennee 875 
BGT; Ch GOrs IIR, FR oo oko re ceca one tigenn 1443 


Glasco, Lowell M., vice president, West Coast Pipeline Co., accompanied 
by Studdert, William W., president, Studdert Engineering Co., Mid- 
land, Tex.; and Morison, H. Graham, counsel___._._..._..._-.____ 1541 
Jennings, B. Brewster, chairman of the board, Socony Mobil Oil Co.; 
accompanied by Schmidt, Herman J., general counsel; Ingraham, A. C., 


Mobil Overseas Oil Co.; and Seott, John J., counsel________-_________ 1505 
Kerr, Hon. Robert S., United States Senator from the State of Oklahoma__ 873 
Lundvall, Arthur E., chief accountant, Federal Trade Commission______ 1195 
MacDonald, Seth, Federal Trade Commission______-___________________ 1232 
Monroney, Hon, A. 8. Mike, United States Senator from the State of 

I ep al rae eee a ee tee ee EE ee 874 


Rathbone, Monroe J., president, Standard Oil Company of New Jersey; 
accompanied by Campbell, Nicholas J., Jr., associate general counsel. 1002, 1045 
Schultz, Paul, president, Oklahoma Independent Petroleum Association. 977 
Whiteford, W. K., president, Gulf Oil Corp., Pittsburgh, Pa.; accompanied 
by Rhoades, R. O.; Guzzo, C. J.; McGranahan, Ray ; Edwards, W. B.; and 
I a a ae a oak 1256 





PROCEEDINGS 


Hearing of 





Begins on page 


PPM Folds... <p cation Siabstitean) math ales kieialast eng Rebbe Lotbain sunaree age. 873 
RS, Cite siie ee eee Leen omens 913 
RC A A le a ae es ie ae ee 1001 
BN Wass ciiaithceach cbciubbainn catama wlan ee ee dat te i ig Ne tas he 1045 
NI PU alia ee Al a eg eee ee ee a 1255 
NTN cs ccancteabenndsaaealain ois botheste ly a bial ota dtd deeded Ease a 1337 
DE CR san Flake thd dean inialc ea eens bees teks ieee A oe 1391 
NN A ia cise sched as talc Ske cia cc sa oR hdc ee Se Da Bae ss Ac 1479 
PEN EE. th cited oe ose hh dng ee eee flere get ee Fe 1541 
Im 





DIGEST OF TESTIMONY 
Wepnespay, Fespruary 27, 1957 


Statement of Hon. Robert S. Kerr, United States Senator from the State 
Page of Oklahoma 


873 ™ Wanted ‘the record to show that the Oklahoma congressional delega- 
tion, including myself, support the position taken by Mr. Delaney today, 
and Mr. Paul Schultz, tomorrow.” 


Statement of Hon. A. S. Mike Monroney, United States Senator from the 
State of Oklahoma 


874 Expressed his thanks to the committee “for the searching inquiry 
that they are making not only into the effect of imported crude oil on 
the American market but also on the difficulties of the independent 
petroleum producer in competing with foreign oil, and in their willingness 
to invite the leaders of our independent oil industry here, to hear their 
experience and to document their case of higher costs of production 
that have been occasioned by the general inflationary trend in almost 
everything that goes into the oil-production field.” 


Statement of W. A. Delaney, Jr., Ada, Okla, 


875 Statement of identification. 

He operates, and speaks, as an individual, not as a corporation, except 
in the natural-gas field. He is president of the Louisiana & Nevada 
Transit Co. Is actively interested in the conservation of oil and gas 
resources. 

876 “The seizure of the Suez Canal and its subsequent closure by military 
action, together with sabotage of pipelines in Syria, has created a 
condition without parallel in the oil industry. * * *” 

Believes the domestic industry “has performed creditably since the 
Suez Canal was closed.”” However, “inability to produce more oil in 
the United States stems from both its unavailability and from what 
may have been an overoptimistic appraisal of the productive capacity 
of the industry.” 

877 “The reserves of west Texas and New Mexico, in large part, might 
just as well be located in Iran as far as their availability at needed 
points of delivery is concerned * * *.”’ So much reliance has been 
placed on imports that the domestic transportation system is inadequate. 

The major pipelines servicing major producers in Oklahoma are 
controlled by major oil companies because no one else can build them 
“«“* * * the reason why a group of independents cannot get together and 
build an oil pipeline is that they lack terminal markets.’”’ These markets 
are largely controlled by the majors. Those who ‘‘supply those markets 
with foreign crude are thereby able to depress and restrain the construc- 
tion of pipeline-transportation facilities by people who do not own large 
segments of terminal markets.”’ 

Does not mean to imply this is the result of a conspiracy. This 
situation does not obtain with regard to natural gas. 


878 As imports have increased domestic reserves have decreased in 
comparison to demand. 
879 Due to the world pricing system, based on the gulf price, the cost of 


Mideast oil in New York City would be only slightly lower than that pro- 
duced in the United States, even though Mideast production costs are 
far less. 
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DIGEST OF TESTIMONY Vv 


If a scarcity of a product like oil is created “through the restriction of 
market demand, that will have the effect to maintain a price level in our 
country.”’ As long as imports can be delivered at a lower cost the 
companies will bring them in. However, in his opinion the difference is 
not reflected in consumer prices ‘“‘because the gallon of gasoline that is 
refined from a barrel of Texas crude or a barrel of Oklahoma crude or a 
barrel of Wyoming crude in New York sells for identically the same price 
as if it had been refined from a barrel of Venezuelan crude, Sumatran 
crude, or crude from the Middle East.’ 

International companies can maintain high profit margins because if 
price goes down on one thing it can be maintained or raised on another. 

Discussed production in Oklahoma and showed “some of the reasons 
why we are living off the fat of previously accumulated reserves.” 

Record of court case involving Gulf Oil Corp. and the Oklahoma 
Corporation Commission together with the decision in the case discussed. 

If Gulf’s position is sustained in the Supreme Court “that is the end of 
State regulation of the petroleum industry.” 

It would mean that there would be no way in which “the marketable 
oil in any State having regulations could be put into interstate commerce 
against the will of the purchasing companies. Senator O’ Mahoney 
asked if that meant that “every State which has oil reserves would 
therefore be dependent upon the ruling of the major corporations en- 
gaged in foreign commerce unless Congress should act.’ 

Mr. Delaney replied, ‘““That would be true as far as the regulated States 
are concerned. * * *” 

The Senator said the type of situation where buyers controlled the 
independents’ market had prompted him a few days earlier ‘‘to warn the 
major oil companies that unless they adopt a completely fair attitude 
toward the independent producer and the independent refiner, the call 
for Federal regulation much more rigid than, perhaps, might be necessary, 
would have to be met.” 

Mr. Delaney said he ‘‘would oppose with every ounce of ability that I 
have the establishment of any form of Federal control cast in the mold 
of such agencies as the Interstate Commerce Commission, the FCC or 
Federal Power Commission.’’ Stated his reasons. One of them was 
lack of understanding on the part of the independents of the relief that is 
available to them through administrative procedures. Another is that 
many of them are afraid ‘‘to take a position before an administrative 
agency against one of these major companies because of fear of reprisals.” 
If the do go before an administrative body, they are usually represented 
by counsel that cannot equal the resources of the major companies, so 
get beaten. 

‘“‘Now as far as the public is concerned, the problem of policing the oil 
industry with all its ramifications would make it utterly impossible, in 
my opinion, for any form of Federal regulation or control such as is 
applied by Interstate Commerce Commission to be effective.” 

ohana he believes ‘‘that by strengthening, if necessary, the Sherman 
Act and seeing to it that prosecutions are vigorously concluded under it 
against those who endanger the national security of the Nation or 
restrain the commerce of the country through importation of oil or any 
other commodity over and beyond the point necessary to meet the 
normal requirements of the country where they act simultaneously, 
should be subjects for investigation.” 

Resumed discussion of crude production. 

Copy of the appearance sheet at the market-demand hearing held in 
Oklahoma City on-December 27, 1956, for the purpose of fixing the 
allowable oil production for January 1957, inserted at this point in the 
record. 

Outlined for the committee the additional burdens imposed on an 
independent producer when the common purchaser doesn’t take his oil. 

The purchasers, “in order to keep from assuming the obligation of a 
common purchaser under the law,’ require the producer to sell his oil 
to a trucking company and then agree to buy a certain amount from the 
trucker. ‘‘They are thereby enabled to control the amount of oil that 
you sell from your well by simply telling the trucker that they won’t 
take more than X barrels next month, they are going to have to cut 
back on their field outlet.”” This is ‘‘fairly common practice.” 
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DIGEST OF TESTIMONY 


“So when these people talk about the raise in the price of domestic 
crude oil Oklahoma independent producers have received, they do not 
know all the facts concerning what Oklahoma independent producers 
actually get, or what it costs them to get it.” 

Some of the so-called independents are very large in comparison to 
Mr. Delaney. These companies could not establish a crude-oil price 
increase. 

The independents benefited from the price increase instituted by 
Humble on January 3. When Humble increased the price of Oklahoma 
oil by 35 cents many companies followed suit. However, Standard of 
Indiana increased the price by only 25 cents and almost all companies 
have reduced their prices to the level established by them ‘“‘because they 
are a very large purchasing and marketing concern in that area.’ 
Inasmuch as the price of Oklahoma crude had been reduced in 1956, 
the actual increase is even less than the 25 cents. 

Discussed action taken by Gulf Oil Corp. against the Oklahoma 
Corporation Commission. 

Cited figures showing that in 1955 “the major companies of Oklahoma 
were responsible for 24 percent of the newly discovered reserves and 
independent producers were responsible for 76 percent.” 

Costs of finding oil are much greater in the United States than in 
Venezuela or the Middle East. “It is utterly impossible for a noninte- 
grated producing company or an individual to meet the costs of American 
operations and successfully compete with international concerns under 
domestic market demand regulation.”’ 

The financial resources available to the large independents and the 
majors are not available to the regular independent companies. “If 
the independent oil producer has a place in the national economy, it 
is absolutely necessary that steps be immediately taken to provide a 
climate in which he can survive.” 

There are two prices for oil in the industry. ‘The producer who has a 
pipeline connection to his lease receives the posted market price for his 
oil; whereas, his less fortunate counterpart who has not received a pipe- 
line connection * * * receives the posted price less from 20 cents to 
50 cents per barrel in trucking charges which he must absorb.”’ 

Prices paid for Venezuelan crudes have advanced more than those 
paid for Oklahoma crudes. 

“One of the unsolved questions in my mind which has arisen since the 
closure of the Suez Canal is the reason for the tremendous increase iu 
imported petroleum products which reached a maximum during the 
first 2 weeks of January 1957. * * *’’ Reserves of oil and products 
in storage in this country have risen. 

Tanker costs have more than doubled in the last yesr. 

Mr. Delaney sees no “logical reason why oil should first be trans- 
orted from the Middle East to eastern seaboard points in the United 
tates and then move from the United States to Britain.’ 

Believes a crude-oil pipeline to the east coast “is one of the crying 
needs that the Nation has, both from the standpoint of normal economic 
conditions and to meet the emergency conditions of any kind.’’ Also 
believes it necessary to have crude-oil lines to the west coast. 

However, Texas oil could not be economically pipelined to the west 
coast unless there were a refinery there that would accept it. 

Is not attacking the majors just because of their size. He said: “I 
recognize the fact that we have got to, at all times, import reasonable 
amounts of foreign crude and to encourage and develop foreign reserves 
to supplement our own. But I have taken this position, that the larger 
a business concern is, the greater its public responsibility becomes and 
the higher standard of ethics and conduct it must have if it performs 
the function that its size places the duty upon it to perform.” 

May have been justification for increasing price of Venezuelan crude, 
but cannot see any justification for great increase in tanker rates. 

The Oil and Gas Journal of January 21, 1957, has the following: 
“Value of foreign holdings to major oil companies is pointed up in recent 
figures on the source of the companies’ earnings. Several firms bring in 


“more money from abroad than they earn in the United States.” 


Is not optimistic about “resumption of normal world commerce in 
Middle Eastern oil.”’ 
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DIGEST OF TESTIMONY VII 


‘‘* * * Since we have at present no effective means of controlling 
imports of oil and since no regulation, either State or Federal, is being 
applied to the pricing of crude oil or marketing its products, a condition 
is brought about whereby those who control imports and markets, 
control the industry and may price their products as they please.”’ 

In his opinion, ‘‘a short paragraph amending the Sherman Act to 
provide that any unified, concerted, or simultaneous act endangering the 
national security or imposing unreasonable restraint on trade or an 
unreasonable burden on interstate commerce, would have the effect 
to keep imports in line with national requirements as a supplement 
in domestic production and to prevent undue pressure in domestic 
market-demand determination.” 

Suggestions for legislation inserted at this point in the record. 

“If self-executing legislation is not the answer, then I feel that a 
board or agency having the sole power and the duty to fix the market 
demand for and to determine the volume of imported oil necessary 
to supplement the domestic supply, should be established. * * *” 

Letter from the president of the American Association of Oilwell 
Drilling Contractors to Representative John Jarman relative to drilling 
costs inserted at this point in the record. 

Thinks separation of international oil companies from control over 
pipelines and tankers would poreacte competition. 

Senator 0’ Mahoney said Mr. Delaney’s presentation had led him to the 
conclusion “‘that the 15 giant corporations which make up the original 
members of the MEEC, having a selfish interest in the transportation 
of oil and the delivery of oil, have a conflict of interest when they under- 
take to manage for the Government the oil-lift program, and that the 
Government itself should be in complete charge, relying upon their 
cooperation.’”” This is especially true since they are granted some 
immunity from antitrust laws. 


TuHurspay, FEBRUARY 28, 1957 


Statement of James V. Cresente, executive secretary, the Cleveland Inde- 
pendent Gasoline Dealers Association, Inc., Cleveland, Ohio; accom- 
panied by Joseph A. Thiel, attorney 


Statement of introduction. Is appearing to “protest this last in- 
crease in price that was forced on the public, on January 10.” 

The members of his association are all retailers, no wholesalers. This 
price increase meant no increased profits for the retailers. Instead, 
“From January 1940 to October 1956, the dealer suffered a gradual 
loss of 2.94 percent of his gross profit on his regular gasoline. During 
the same period, his loss of profit margin for premium amounted to 4.18 
percent.” 

In the last 4 years ‘‘the oil companies received a 3-cent increase on 
the price of gasoline, and the dealers in our area have not received one- 
tenth of a cent, the oil companies have taken it all.”’ 

This pertains to other dealers in the Cleveland area, also. Twenty- 
five to thirty percent of the dealers are going out of business because 
they are not making any money. 

In Ohio ‘‘the retail price and the wholesale price is set by Standard 
Oil of Ohio. That is the basis of our complaint. We do not set the 
price.” This retail price is set at the company-operated stations. 

The tank-wagon price is set when Sohio sells the gasoline to the in- 
dependent dealers. 

Mr. Cresente agreed that Sohio is operating its stations at an uneco- 
nomically low price so as to drive independent dealers out of business. 

Mr. Cresente “‘would like to see Standard Oil of Ohio divorced from 
the company outlets—either get into the picture owning all the stations, 
or get out of the company-operated outlets—because they are in direct 
competition with their own dealers. They have forced these dealers 
to go along with the Standard Oil price, not only on gasoline but many 
times on TBA”’ (tires, batteries and accessories). 

Standard of Ohio is a partially integrated company. 
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DIGEST OF TESTIMONY 


The independent dealer cannot continue to exist under present con- 
ditions. He predicted “‘that within the next 5 years at least 20 to 25 
percent of our deslers will go out of business because of labor alone. 
We must have margins to have more money to buy better labor.” 

About 10 percent of Sohio’s retail outlets are company owned, and 

“are spaced very strategically in every location to set and control the 
price in those areas. 

In his area ‘“‘the jobber is given an extra 3 cents per gallon. And some 
of these jobbers do operate their own stations.’”’ This gives them an 
extra reduction in cost—an extra margin. In Cleveland the jobbers 
who own service stations do not operate them themselves, but lease 
them to other dealers. Only if they cannot get a dealer to operate the 
stations do they operate them. 

He assumes that Sohio sells to its own stations at the same price it 
sells to him. 

“Tt should be noted that the 1-cent increase per gallon by the Stand- 
ard Oil Company of Ohio was immediately followed by all other suppli- 
ers in the Cleveland marketing area. This increase, of course, was on 
the tank-wagon price to dealers, which, of course, then reflected itself 
in the retail price, which again cut the gross profit percentage of the 
dealer.” 

Felt this price increase was unnecessary. 

Although public sentiment is against the price increase, it has not 
resulted in less gasoline being sold because the business is not competi- 
tive, and the automobile owners must have the gasoline, no matter 
what the price. 

“Labor, today, is the largest single factor that decides whether the 
dealer, will stay in business * * *.”’ Really good attendants are very 
scarce. 

Tables showing comparison of compensation between service-station 
attendants and factory workers inserted at this point in the record. 

The company-owned service station attendants are much better 
compensated than the employees of independent stations can be. 

Does not expect legislation that would limit the pay of labor but feels 
Sohio should not run filling stations in competition with its own dealers. 
Questions whether it is legal. 

Cannot get better workers un:il the station owner can obtain better 
margins of profit. 

The operators are frequently overworked. ‘Someone has to operate 
the station. But certainly short leases and narrow margins are not the 
inducements to entice better operators.” 

“When we realize that gasoline supplies were in overabundance, it 
can be seen that the law of supply and demand would normally dictate 
a reduction in the cost of gasoline. I thus believe that it is self-evident 
that the recent increase had no economic justification, but was put into 
effect to enlarge the profits of the oil companies at the expense of the 

ublic.’ 
Newspaper releases showing that “Standard Oil Company of Ohio is 
the market leader” inserted at this point in the record. 

“The recent increase in the price of gasoline alone will cost Ohio 
consumers some $27 million per year * * *.” 

Map showing “concentration of the company-operated stations” 
inserted at this point in the record. 

“T could discuss the overbuilding of service stations, the short-term 
leases, the pressure tactics, and other matters which deeply affect the 
livelihood of the independent dealer; however, they are merely more 
evidence of the dictatorial position of the oil companies.” 

Thinks prices should be rolled back to level of January 2, the day 
before the recent price increase, and that Sohio should be divorced 
from company-operated stations. 

Is not condemning the whole oil industry, but ‘‘power in industry, as 
well as in Government, carries important responsibilities. If these re- 
sponsibilities are abused then the power must revert to the people. 


- This is our democratic form of government and the people are the ulti- 


mate judge in this country.” 
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DIGEST OF TESTIMONY Ix 


Statement of Lester Clark, Breckenridge, Tex.; accompanied by Bruce Street, 
Graham, Tez. 

Statement of introduction. 

Is speaking for himself and four Texas associations representing 
independent operators. 

“‘We commend this investigation and tender to you our complete co- 
operation. For a monopoly to exist anywhere within the oil industry, 
it must have control where the oil comes out of the ground—and that 
is where the independent stands. We are, as a result, highly sensitive 
to the problem because if a monopoly gets control, we know we will be 
the first to go.”’ He believes “that a situation favoring the creation of a 
monopoly exists.” 

Ts concerned not only with the independents’ well-being but about the 
consumer and the Nation’s security. They have been saying for a long 
time ‘that reliance on foreign oil was an unwise and unsafe course.” 

Has been no shortage of oil or oil products here, and during the period 
since the Suez closing imports have been adding to these stocks. 

If there has been failure during the time of crisis the failure has not 
been on the part of the independents but “‘rests upon those companies 
which had—and have—control of the stocks and production made avail- 
able and which have both the resources and the ability to respond to 
Europe’s needs.” 

Pointed out that there are 7 companies that ‘“‘control and own 70 per- 
cent of the free world’s known reserves of oil and 50 percent of the world’s 
oil production.’”’ Named those companies. 

Article entitled ‘‘Ten Oil Giants Own Majority of Reserves’’ inserted 
at this point in the record. 

Emphasized the fact that the majority of the holdings of these com- 
panies are in foreign lands; and that ‘‘these companies listed have a 
significant relationship to my operation and the operations of all other 
domestic producers.” 

Has no quarrel with any ‘domestic companies, large or small, except 
insofar as they may be affiliated with or controlled by the large importers 
in the furtherance of their conduct.’’ Although some of the major do- 
mestic companies have denied him and other independents pipeline con- 
nections, he is sure this will be resolved by the railroad commission, 
Believes the nonimporting majors are being hurt by imports the same 
as the independents, but the independents are in “a life or death 
struggle.” 

The majors are their ‘‘competitors in the effort to secure ownership of 
the oil in the ground,”’ but ‘‘they are also our customers.’’ Outlined 
“‘some details about the independents’ position in this relationship.” 

Believes these points ‘‘make clear the very weak position in which the 
independent oil producer operates in the field, against the advantages 
held by the major importers.”” Independents have been able to survive 
because in the past all producers “have been equals, from a competitive 
standpoint, because of our State conservation laws.’ This proration of 
production “is an essential safeguard against monopoly.” It “worked 
successfully, until these importing companies—who are our equals under 
the law in Texas—acquired their vast new reserves of foreign oil, which 
they can produce without regulation and bring into the United States 
without control.”’ By circumvention, the importer can control the price 
the independent receives as well as his production. 

In his opinion, ‘‘the failure of these major oil importers to deliver oil 
needed in Europe, and their continued importing into this country, has 
furthered their control over the domestic oil industry and, in particular, 
over the independent.’”’ Referred to facts supporting this statement. 

‘‘When it was in the interest of the majors to stimulate development 
of our domestic oil reserves, the crude prices paid to independents were 
generally kept in line with the realistic capital needs of the independent 
* * * Today—even with the recent crude increase—crude prices which 
I receive are not adequate to pay replacement costs.” 

We now have two oil industries—‘“‘the domestic oil industry is operat- 
ing under effective State laws while the American members of the inter- 
national oil industry are operating beyond control of effective regulation, 
on any level.’’ Independents do not object to reasonable amount of 
imported crude—only unlimited imports. 

In 1956 his expenditures were 62 cents more per barrel than the 
receipts. 
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DIGEST OF TESTIMONY 


The independents have always developed most of the oil reserves, but 
because of lack of capital ‘America was not able in 1955 and 1956 to 
maintain the reserves necessary to keep up with increased demand.” 
The importers’ control of the price of crude “is the most effective and 
most telling control that could be applied to limit competition.” 

Is concerned about the recent price increase because, ‘‘The importers 
allowed, over a period of years, the independent’s position to deteriorate. 
Then, by the timing of their increase, which by their own statements 
was long overdue, they created a public outcry against the independent, 
which permits them to argue against future increases.”’ 

Materials demonstrating this “outcry” inserted at this point in the 
record. 

Pointed out that ‘‘in posting this increase, the importers followed a 
pattern of great significance.” 

Believes the variance in the recent price increases was due to the 
differences in ownership of the fields, with those fields owned by the 
majors getting most of the price increase—not due to the quality of the 
oil as has been stated. There are in some instances, however, differences 
in crudes which justify differences in price. 

Information submitted to substantiate this statement inserted in the 
record at this point. 

The price increase in 1953 was more uniform than the recent one. 

Documents containing production and price figures inserted at this 
point in the record. 

Listed 3 ways in which the companies could have met the oil needs of 
Europe. 

Prior to the price increase he was producing “‘all that they would take.” 
In some areas the purchasing companies had imposed a proration by 
taking only a certain amount of the oil produced. This was less than 
the Railroad Commission allowed. 

When the price of crude oil was cut, “‘Cities Service led off with 7 
cents a barrel and they were imposing pipeline proration, not taking all 
of the allowable oil; they were importing crude oil and increasing, I 
understand, their imports.’’ He has no pipeline—no transportation 
facilities to market. The purchasers use their own facilities, 

Three companies with pipelines to his storage facilities are members 
of MEEC. hey are taking the full allowables. 

Document showing fields which the majors won’t buy from inserted 
at this point in the record. 

Th lack of transportation facilities ‘“‘has been called to the attention 
of the public so much that the railroad commission has ordered a hearing 
on April 1 to show cause why these pipeline companies should not 
extend their lines to gather this oil.” 

Independents such as he could not afford to build a pipeline to the 
west coast. 

Majors had asked for increase in allowables in areas where they were 
predominant producers. 

Days of production allowed per month in west Texas have been cut 
down each year since 1948 when it was allowed every day. The reason 
is that the gathering lines that serviced the area and brought the oil to 
the gulf coast have been changed to products lines. Thinks this is viola- 
tion of the law. 

Document pertaining to this change in the gathering lines inserted at 
this point in the record. 

Would not have been necessary to increase allowables to increase 
movement of oil. Would only have required better transportation 
facilities. Mr. Street said that one reason for the inadequacy of facili- 
ties was that the gathering and transportation facilities had been allowed 
to deteriorate as a result of excessive imports. 

Mr. Clark said the price increase had not brought about increased 
production. Takes time as well as money to find new reserves. Pro- 
duction increase was due to allowables increase. 

At the same time that Texas production increased and oil was being 


taken out of stocks on hand refinery runs have also increased. 
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Not only have the American international companies gained some 
immunity to the antitrust laws but, he understands, have also received 
special tax concessions. It is very disturbing to the independent ‘‘to 
have our own Government conferring upon these few companies high 
favors in a top-secret atmosphere.” 

Summarized the major points of his statement. 

Much of the independents’ oil is unused because they have no pipe- 
lines and no markets. 

Mr. Street said the independents are making an effort to develop their 
own transportation facilities but there are deterrents. First is lack of 
adequate capital. Second is the availability of crude. Third, there 
must be a refiner and a market at the other end of the line. 


Statement of Paul Schultz, president, Oklahoma Independent Petroleum 


Association 


Statement of introduction. (His prepared statement was submitted 
to the committee.) ; 

His statement ‘will show that the producing end of the oil industry 
is not, even at present prices, the lucrative business it is purported 
to be. Secondly, that the profits of the integrated industry, that is 
production, transportation, refining, and marketing, are not commen- 
surable with the profits of other industries. Thirdly, that the price 
of the finished product to the consumer has not reflected and still does 
not reflect the full effect of the inflationary period we have been ex- 
periencing.”’ 

Discussed production costs and returns for Oklahoma as compared to 
the United States as a whole. 

There were less wells in operation and less exploratory work going on 
in 1956 than in 1955. The drop in exploration “will have a definite 
bearing pon the wells to be drilled in the next few years.” 

In 1955 earnings of other industries surpassed those of the petroleum 
industry. He said, “The 13.5 percent figure for the oil industry would 
be reduced if we included the thousands of people who invested in our 
industry on an individual basis, the majority of whom lost their money 
and the thousands of little companies such as my own, which are not 
included. 

‘Also the 13.5 percent earnings include the major integrated companies 
who are reaping large earnings from the importation of excessive quan- 
tities of foreign crude * * *,” Prices of crude and petroleum products 
are not out of line in comparison with the prices of other commodities. 
“Our prices on an equivalent basis are less than 50 percent of the prices 
charged for common items such as potatoes, oranges, and so forth. 
The inflation in our products has consistently been below that of other 
necessity items except farm items.” 

The oil industry ‘must reinvest more than 60 cents of every dollar 
it takes out of the ground each year.” 

In 1956, 22,111 dry holes were drilled, “almost 5,000 more than 5 
years ago and 2% times the number drilled in 1946. Every producing 
well completed last year will have to pay for two-thirds of the cost of 
a dry hole in addition to its own drilling and completion cost.” 

The increased reserves available are, in large part, due to the small 
independents. 

“During this period, we have had to fight higher cost, inadequate 
prices and rising imports—imports that have grown at such a fantastic 
rate that they now enjoy more than 20 percent of our national.market. 
No other vital industry is required to face such competition from abroad 
when adequate supplies are available.” 

Suez crisis was the type of thing the independents had been warning 
the Government about ‘for many years.’’ Producers had also warned 
Government about pipeline shortage. 

Is no pipeline linking midcontinent producing area to west coast. 
The Government has ‘‘continuously refused to assist in the development” 
of such a pipeline, and private enterprise has not undertaken it. The 
Office of Defense Mobilization has allowed unrestricted cheap imports 
to west coast, and domestic producers cannot compete even if they 
could move their crude to that market. 
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980 Is not true that State regulating bodies have held down production. 


They cannot, however, “go beyond good conservation methods and 
allow wasteful production beyond the capacity of existing transpor- 
tation facilities.’”’ More oil should have been diverted to Europe. 

981 The exhibits attached to Mr. Schultz’ statement follow. 

989 Resumed oral statement. 

990 Told the committee, ‘‘You cannot roll back the price of gasoline with- 
out rolling back the price of crude, because the refiner’s margin is not 
sufficient to stand the increased cost of his raw material.” 

991 The Trade Agreements Act said oil imports should be restricted to the 
1954 level. However, ‘‘The level has been as much as 40 percent above 
that and is still at that level under emergency conditions, and nothing 
is being done to curtail imports into this country.” 

992 Additional information on abandoned wells inserted at this point in 
the record. 

999 He agrees with Mr. Clark about the effect of the lack of pipeline 
facilities. He has oil that costs him 25 cents a barrel to have trucked 
to Gulf’s pipeline because Gulf will not connect the line to his well. 


Turspay, Marcu 5, 1957 


1001 Statement by Senator O’Mahoney regarding the purpose and intent 
of the hearings. 

1002 He said: ‘‘There is a twilight zone in here between the Foreign Petro- 
leum Supply Committee and the MEEC, the organization of which we 
seek to make clear. 

“T would say so far as I am personally concerned, my feeling is very 
definite that where the Government has a policy or a program which 
it wants to work out, and it is one that is so complex that the Government, 
under the law, feels that exemption from the antitrust laws should be 
granted, it is of the highest importance that the Government should be 
in full control.” 

His questions will be directed toward the reasons why changes have 
been made in the original safeguards. Sees no reason why the plan 
should not be set up “in a manner satisfactory to Congress and the 
President.” 


Statement of Stewart P. Coleman, Chairman, Middle East Emergency Com- 
mittee and vice president and director of Standard Oil Company of 
New Jersey; accompanied by Fowler Hamilton, counsel; and Statement 
of Monroe J. Rathbone, president, Standard Oil Company of New 
Jersey; accompanied by Nicholas J. Campbell, Jr., associate general 
counsel 


Statement of introduction. 

1003 His work in the field of coordination of supplies has been primarily 
with his company. During the war he ‘“‘was made available on a full- 
time basis’ to the industry and then became Director of the Program 
Division of the Petroleum Administration for War. 

1004 After the war planning for emergencies was continued. When it 
became clear that, for security reasons, this work could not be continued 
by the National Petroleum Council the Military Petroleum Advisory 
Committee was established and he became a member. When the Korean 
conflict broke out it became apparent that we needed more than an 
advisory group so the Petroleum Administration for Defense was set up. 
This work with various groups has taken about a quarter or a third of 
his time since the war. 

1005 # He was chairman of the Foreign Petroleum Supply Committee until 
May 1956 when Mr. Hugh Stewart of the Oil and Gas Division of the 
Department of the Interior became chairman. 

The FPSC “had nothing to do with the Iranian consortium,” the out- 
growth of the Iranian crisis of 1951. The Foreign Petroleum Supply 
Committee, the Military Petroleum Advisory Board and the Middle 
East Emergency Committee only work to get the supplies where they 
are needed. They “do not deal with policy, price, or commercial factors.”’ 

Senator O’ Mahoney read excerpts from documents indicating that the 
antitrust features involved in the voluntary agreement were not ‘‘ade- 
quately safeguarded.” 
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The Attorney General, in a report submitted to Congress in 1956, 
said “the newly amended Defense Production Act section 708 (b) 
permits only voluntary agreements ‘relating to equipment used pri- 
marily by or for the military.’ That provision’s legislative history, 
moreover, makes clear that this voluntary agreement for fcreign petro- 
leum supply had been deemed by Congress a nonmilitary agreement. 

“With this in mind, were the Foreign Petroleum Supply Committee 
to be discontinued, a like program could not be reinstituted under this 
present act without future congressional action.” 

Senator O’Mahoney said: ‘here was no future congressional action. 
MEEC was set up without it.” 

The Attorney General’s report further said “that only if the proposed 
changes or their substantive equivalent were agreed to could I permit 
the agreement with its antitrust immunity to stand. The proposed 
changes, in brief, required full-time salaried Government chairmen for 
the main committee as well as all subcommittees.”’ 

This report also stated that the committee staff should be composed 
of Government employees and that statistics should be presented in a 
manner that would preclude competitors knowing what each was doing. 

Mr. Coleman said that if some of these safeguards were incorporated 
in the MEEC voluntary plan the committee “would be completely in- 
effective.” It is necessary to have data on individual company opera- 
tions, but were not interested in whether there was Government staff 
and chairman or not. 

Ixpressed these opinions to someone in Government in May 1956. 

The contention was that planning would be necessary, in case of enemy 
attack on the United States, to provide for fueling for our overseas fleets 
with foreign supplies. The only import that might be necessary is fuel 
oil. 

No oil company ever took advantage of the wartime situation. The 
representatives on the committees are technicians interested only in 
getting oil—not in any one company’s interests. 

Argued with the Attorney General’s position with regard to the vol- 
untary agreement of August 10, 1956, which the Attorney General ap- 
proved “reluctantly.” Thinks ‘‘the anticompetitive aspects of this 
work, particularly with respect to military planning, have been greatly 
exaggerated.” 

The Attorney General’s opinion that immunity should not be granted 
to companies to see one another’s plans applied to the FPSC work, but 
applies to MEEC as well. 

Kixplained why he felt it necessary to have access to this type of in- 
formation. 

Main savings in tanker transportation ‘after the stoppage in the 
Middle East was the elimination of importation of Middle Kast oil into 
the United States, and its substitution with gulf or Caribbean oil.” 

Did not have the time or the staff to channel information on location 
of supplies through Government channels. If done through Govern- 
ment would have wasted time and would have been ineffective. 

The May 8 amendments to the voluntary agreement containing the 
safeguards discussed earlier were agreed to with the prov-so that in case 
of an emergency these requirements would be waived. 

They were reluctant to accept these restrictions even under normal 
conditions because they thought “‘it would greatly hamper planning for 
defense purposes.” 

The companies would never have asked or recommended that these 
restrictions be waived, because they ‘‘were completely under Govern- 
ment direction,’’ and would not have originated the suggestion. 

Mr. Coleman found out only on July 31 that a plan of action was to be 
developed. The information came from the Government. 

On July 31, Dr. Flemming, Director of ODM, suggested that Mr. 
Coleman ‘ask the various lawyers of the companies comprising the 
Foreign Petroleum Supply Committee to promptly get together and 
draft a suggested plan of action which could be reviewed by the Foreign 
Petroleum Supply Committee.” 

The minutes of the MEEC meeting held in New York on September 
17, 1956, show that economic loss to oil companies and political reaction 
to events were discussed. 
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1020 Although it was recognized these subjects were outside the scope of 


the committee’s interest, they felt it was important to discuss them and 
bring them to the Government’s attention. There were two Govern- 
ment representatives at this meeting but they were far outnumbered by 
industry representatives. 

1021 These minutes showed that “it was the sense of the committee that 
the committee should recommend to the Administrator in connection 
with the problem of discontinuing imports to the United States from the 
Middle East that no Government action be taken at this time and that 
the problem be left to be resolved by the economics of the situation.” 
This recommendation was made. 

1022 This recommendation was made so as to utilize available tanker trans- 
portation to best possible advantage. It was realized, however, that 
some Government assistance might be necessary. 

1023 Senator O’ Mahoney asked if Congress should not now “step forward 
with the control of the tankers, which was so necessary in World War 
Il, in the light of the fact that nobody can predict what will be the 
events of the next 12 months.’”’ Tanker rates have already risen sub- 
stantially, resulting in increased cost of oil in Europe. 

In view of the cost to Government of the price rise in petroleum 
products, asked if “‘it might be wise for Congress to think of urging all 
the governments involved to take over the means of transporting this 
oil, which is the only way in which the oil can be delivered where it is 
needed.” This would not be on a permanent basis—only for duration 
of emergency. 


1024 Mr. Coleman said that if tanker rates were to be frozen it would have 
to be done on a worldwide basis, not by the United States alone. 
1025 His opinion as an individual is that controls are not good except in 


actual war conditions. Also said you could not control one segment of 
the industry alone. 

Senatcr O’ Mahoney said, ‘‘That was precisely the reason why, back 
in November 1956, I took this matter up with the State Department 
and the Interior Department and the Department of Justice, and pro- 
tested against turning this program over to the 15 major companies 
engaged in foreign commerce as well as in domestic commerce, and why 
I advocated the representation upon the committee of other segments of 
the petroleum industry, particularly the domestic portion, which feels 
that it is being victimized by monopolistic pressures.”’ 

Mr. Coleman said they would have welcomed wider participation in 
the committee. That the 15 companies act “as an advisory group 
carrying out our Government’s wishes.” 

1026 Mr. Rathbone said the Government did not ask them not to raise 
tanker rates or oil prices. Explained how tanker rates have been 
handled during the emergency. 

1027 It is the spot charter rates that have zoomed, not the long-term 
charter rates, although the long-term rates have increased somewhat. 
The long-term rates are determined by three London brokers, on a 
quarterly basis. 

1029 The London award rate is not affected by spot charter rate. “It is 
the evaluation of these three brokers of what the going long-term 
charters are, and long-term charters, as I say, are from 3 to 7 years, 
normally.”’ Their ships operate under long-term rating system. 

Mr. Rathbone said that as far as he was concerned, “‘if there were any 
feasible way in which there could be some restraint on those kinds of 
rates under emergency conditions, I think it would be a very desirable 
thing.’”’ Does not know how it could be done. 


1030 American-flag ships have been able to increase their tonnage but have 
not gotten the agreement necessary to have tonnage raised by foreign 
lines. 


The increased rates of Standard of New Jersey are due to the increased 
market for long-term charters. Believes there is cost justification for 
increased rates for their own tankers. 

1031 Senator Neely noted that some members of the National Security 
Council have participated in MEEC discussions, including the Under 

Secretary of the Treasury, Mr. Burgess, representing the Secretary. 

1032 Secretary of the Treasury George M. Humphrey retains interests in 
companies which also have holdings in oil companies. 
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Thought the matter of Secretary Humphrey’s interest should be 
explored. 

Mr. Coleman said the Secretary had never attended a meeting of any 
of their committees or subcommittees. ‘‘Mr. Burgess’ presence at this 
meeting was entirely in connection with the economic impact of this 
potential crisis that had not occurred at that time. * * *” 

Further, to the best of his knowledge, “Secretary Humphrey has had 
nothing whatsoever to do with the activity of our committee.” Also, 
oil imports are less now than they were prior to Suez closing. 

Senator Neely said that although that was true, they are still higher 
than in the base year of 1954. 

Mr. Coleman pointed out that Standard of New Jersey had not 
materially changed its oil imports in several years. 

Mr. Coleman read from minutes of MEEC meeting No. 4 showing 
Burgess’ reason for attending this meeting. 

Oil shipments during the emergency “have not been limited by avail- 
ability of dollar funds in Europe.” 

Standard did not receive any payments through the Export-Import 
Bank. Payments are made to the companies in Europe through normal 
commercial channels. Mr. Burgess’ comments at the meeting had 
indicated the Export-Import Bank did not have the funds to finance 
oil procurement. 

Mr. Rathbone attended a meeting at which there was a general 
discussion of the possibility of the United States Government ‘‘building 
on a rapid basis a large number of very large sized tankers.”’ This 
meeting was attended by independent tanker operators as well as 
representatives of major oil companies and affiliates. 

A plan of this sort was never developed. 

Senator O’ Mahoney read excerpts from a document entitled ‘Political 
and Economic Effects of Middle East Developiments and the European 
Fuel Crisis’? which was received from Jersey St widard in response to 
subpena. Asked for comments. 

Mr. Rathbone commented. 

Mr. Bayles’ (the man who wrote the document) purpose and his job 
in Europe is to report to the company on what is going on in Europe. 

There are about 225 subsidiary and affiliated companies in the Jersey 
group. ‘‘A great many of these are what we call paper companies, a 
great many of them are companies that we have to form to get a con- 
cession, to get a prospect.”’ There are about 150 companies that are 
actually engaged in business carrving on operations. 

Their domestic companies and most of the companies operating in 
Latin America are chartered in the United States. In Europe most of 
the companies are chartered the countries where they operate. It is 
his belief that the majority of the companies operating in Africa and 
the Middle East are also chartered in the United States. They have 
about 11 refineries in Europe. 

It is Mr. Rathbone’s guess that the 15 major companies on MEEC 
control about half the world market for crude oil. 

Correspondence received by Senator O’ Mahoney from Representative 
Bruce Alger and J. D. Wrather, Jr., an oil producer, inserted at this 
point in the record. 


WepNespAy, Marcu 6, 1957 


Statement of Stewart P. Coleman, Chairman, Middle East Emergency 
Commitiee, accompanied by Fowler Hamilton, counsel; and statement 
of Monroe J. Rathbone, president, Standard Oil Company of New 
Jersey, accompanied by Nicholas J. Campbell, Jr., associate general 
counsel 


Much of the material contained in Mr. Coleman’s prepared statement 
had been covered in questioning on previous day. His complete state- 
ment inserted at this point in the record. 

Resumption of oral testimony. 

Said he wanted to clear up “some of the misconceptions that seem to 
have arisen as to what the Middle East Emergency Committee is and 
as to what it can do—more importantly still, what it cannot do—and as 
to how it operates.”’ 
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Initially, the Government chose to limit the membership of MEEC to 
those companies having overseas operations. Later on companies having 
only domestic operations were admitted. The reason for inviting only 
companies with foreign operations was, primarily, the possession of 
transportation facilities. Does not know whether or not all companies 
with foreign operations were asked to cooperate. 

Neither MEEC nor he, as Chairman, has made any recommendations 
to the Government concerning any participants. He was once asked 
his views on participation of domestic companies, and approved. All 
MEEC activities are under Government supervision. 

MEEC has no authority to exercise power over production of oil in 
the United States or to allocate petroleum supplies. Any action taken 
must be taken pursuant to one or more of the schedules or upon the 
request of a foreign government that has been designated by our Gov- 
ernment. 

Mr. Hamilton said the only foreign governmental body that has been 
designated by our Government is the Organization for European Eco- 
nomic Cooperation. Participants in MEEC should cooperate and 
coordinate their actions with OEEC. They cannot, however, ‘‘just take 
any kind of action, it has to be an action pursuant to the objective of the 
plan of action. And the further condition * * * is that the partici- 
pants must maintain such records and make such reports of any action 
as our Government may require.”” This designation can be withdrawn 
at any time. 

Mr. Coleman said that in addition to dealing with OEEC, they are 
also permitted to deal with OPEG, the OKEC Petroleum Emergency 
Committee. MEEC and OPEG exc hange observers for their meetings. 

There are only two sources “‘of authority for action. One is the sched- 
ule, and the other is action under the OEEC Government allocation 
program. Those are the only two authorities for action as distinguished 
from the authority to get information and make recommendations to 
the Government.”’ 

Standard of New Jersey has no affiliation with any of the companies 
on OPEG. They do have observers at OPEG meetings, however. No 
domestic producers have observers there, but activities of MEEC and 
OPEG are available to consultants of Oil and Gas Division. Mr. 
Coleman believes this gives representation to domestic industry. 
Listed consultants of Oil and Gas Division. 

Assistant Secretary Wormser, Administrator under the plan, issued a 
directive that no action could be taken under schedule 4 until 72 hours’ 
advance notice had been given him. This schedule allows changes in 
transportation facilities, including pipelines, within the United States. 

Know of no opposition by any member of MEEC to the building of a 
pipeline from Texas to the east coast, although there might be opposition 
from other quarters. 

Mr. Rathbone said he and others in the company “feel basically that 
the importation of a reasonable amount of foreign crude oil into the 
United States is a desirable thing from the long-range standpoint of the 
United States as a nation and of the consumers as individual consumers.” 

However, ‘‘an unreasonably high level of imports is undesirable.” 
Ever since the Reciprocal Trade Agreements Act was extended the 
Office of Defense Mobilization has been unable to reach a voluntary 
agreement with importers to curtail oil imports. 

Standard of New Jersey is ready to come to an agreement with Dr. 
Flemming, Director of ODM, on import limitations. Their imports 
have always been lower than recommended levels; they import no 
Middle Eastern oil at all. 

The actions of most of the MEEC members regarding crude oil im- 
y0rts are pretty well in line with Dr. Flemming’s recommendations. 

he difficulty has come from the actions of some newcomers too import- 
ing and “1 or 2 of the older importers.” 

American companies having production abroad get depletion allow- 
ances on their foreign reserves, including Standard of New Jersey 

They feel that if imports reach a level high enough to have a “bad 
effect, a damaging effect, upon the domestic industry, either leading to a 
cessation of the proper level of activities or to a loss of underground 
reserves, that is was an extremely bad thing for the United States.” 
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The question of imports is a very difficult one to deal with, particu- 
larly in the case of the companies that want to start importing crude. 

Senator O’ Mahoney said the standard of living in the country was 
high and it should be maintained. ‘There should be no discrimination 
against property, but we should not, as a policy, protect property and 
profits against people. 

“The income-tax returns seem to be indicating the fact that small 
companies and small individuals engaged in various businesses, and 
particularly those independents engaged in the production of petroleum, 
are finding it extremely difficult to compete against the integrated 
company, which not only produces oil but transports it and refines it 
and then delivers it to the consumer. 

‘There is a basic problem that we have to settle some way, and * * * 
I am firmly of the opinion that the leaders of business are sufficiently 
aware of big-business technique, are sufficiently aware of their responsi- 
bility to the people at large, that they will help to find the solution.” 

Mr. Rathbone concurred with most of the Senator’s remarks. How- 
ever, he felt ‘“‘that if whatever were done to help keep small business in 
the picture properly, were damaging to the large businesses, that we 
would be just as badly off. We want a combination of both.” 

Gave a brief history and explanation of the depletion allowance. 

History has shown that it is as desirable to have available supplies in 
other strategic countries as well as in the United States. National 
interest as well as economic justification requires the continuance of the 
same depletion allowance of 2744 percent for domestic production and 
American foreign production. 

Although foreign production is low cost in some areas, it is high cost 
in others. 

Senator Carroll pointed out that past Presidents and Secretaries of the 
Treasury had requested a cut in the depletion allowance. 

Senator Dirksen said the small producers in Illinois, not the majors, 
were the ones who profited irom the depletion allowance. In discussing 
this problem, Senator Carroll said that perhaps the answer might be to 
limit the depletion allowance to independent producers, and to limit it 
to the continental United States. 

Senator Dirksen, discussing exploration costs, asked where the line 
would be drawn. 

Senator Wiley said there were circumstances involved that make the 
common man feel ‘‘that there is a distinction and we, as representatives 
of the Government, must take into consideration, when we need more 
taxes to keep our budget balanced, that perhaps some of you people 
who are trustees of great wealth may have the answer.’ He is not 
opposed to big business, but rather thinks it is necessary. However, he 
understands why some people turn against the companies that raised 
the price of oil at a time of crisis in the world. 

Mr. Rathbone said there was a justification for the price increase, 
although he agreed the timing was bad. 

Senator O’ Mahoney read a document obtained from Jersey indicating 
the anticipated increase in earnings. 

Jersey has no trouble in borrowing money, Mr. Rathbone said, ‘‘except 
in the countries where there are very limited capital markets.’’ Like 
the Government, they also are paying higher interest rates now. 

There has been a steady decline in the returns on invested capital for 
the last 4or5 years. ‘This is a situation which we feel is one that cannot 
continue too long.” If they do not increase earnings each year they 
will not be able to meet the demand for oil products. 

Senator Kefauver said that contrary to Mr. Rathbone’s contention 
that their return on net worth had been declining, Federal Trade Com- 
mission figures showed it had been increasing. 

Mr. Rathbone said the company’s figures gave a different picture. 

Mr. Rathbone’s prepared statement inserted at this point in the record. 

The FTC document inserted at this point in the record. 
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The Jersey document dated December 13, read by Senator O’ Mahoney 
previously, had shown that an estimated increase of 25 cents per barrel 
of crude would increase earnings by about $100 million per year if 
products rose correspondingly, on a world-wide basis. Mr. Rathbone 
said they had not risen in many parts of the world. It was a Jersey 
subsidiary, Humble Oil, that instituted a price increase of about 35 cents 
per barrel. 

A Jersey document dated December 12 and previously referred to had 
indicated that a price increase and production increase resulting from 
Suez crisis would raise Humble’s net income by $46 million. 

Senator Kefauver said the implication of these two documents was that 
the decision was made at that time to increase crude price. Mr. Rath- 
bone refuted him. Said it was a “normal year-end financial review” 
that they make every year. 

Humble had no representation at the meeting on December 13 and 
knew nothing about the forecast indicating increased profits for Humble. 

On December 26 Mr. Baker, president of Humble, visited Mr. Rath- 
bone in Louisiana—not to discuss a price increase of 35 cents a barrel 
on crude but to discuss ‘the increased cost figures that his people had 
prepared and to tell me that he felt that he should raise the price of crude 
oil that he posted in Texas and the other States where Humble posts 
prices of crude.”” Baker did not ask Rathbone’s approval. ‘He acted 
on his own initiative.” 

Senator Kefauver asked if he didn’t think “‘the fact that you saw all 
this additional money coming in, which would enable you to buy tankers 
without having to issue new capital or to secure new capital on an 
expensive money market, had anything to do with your judgment that 
it would be a good thing for Standard to have its subsidiary make this 
price increase?” 

Mr. Rathbone said his approval was based on the decline of returns 
on new investment in recent years. 

Discussed the previously referred to memorandums of December 12 
and 13. 

Studies of this type are made all the time, and are based on reports 
that come in regularly from affiliated companies. 

With this increase Standard will be able to enlarge its tanker program 
without having to obtain new capital, at least for 1957. However, ‘‘the 
tanker questign is only a small part of our total capital program, and the 
picture that may be after 1957 is completely unclear yet.” 

Jersey did not suggest to Humble that the time had come for a price 
increase in crude. ‘Mr. Baker and I presume his associates arrived at 
that decision completely independnent of any suggestion from the Jersey 
company.” They make suggestions some times, but did not in this 
instance. 

Is not true that Jersey was not interested in price rises because they 
had a supply of cheap crude from Middle East and Venezuela. 

Document entitled “Standard Oil Company (New Jersey) Extract 
From Executive Committee Memoranda, December 4, 1956’’ inserted 
at this paint in the record. It concerned the 1957 capital budget of 
Carter Oil Co., a wholly owned subsidiary of Jersey Standard. 

Mr. Brice, president of Carter, had anticipated a crude price rise in 
the gulf area, to be followed by rises in the midcontinent and Rocky 
Mountain areas. 

Mr. Brice had expressed the hope that price changes would be selective, 
not across the board. That is the way it was done. Mr. Rathbone said 
this did not mean that higher price rises would go into effect where 
Humble had wells than in areas where they bought primarily from inde- 
pendents. It is unsound economically to raise prices the same amount on 
all types of crude in all areas. 

Senator Kefauver noted that they always refer to having had only one 
previous price increase since 1947. Then asked if, because oil companies 
greatly underestimated the postwar demand for oil, there had not been 
a very sharp increase in prices in 1947. Mr. Rathbone agreed. 
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From latter part of 1945 to peak of 1948 price about doubled. Senator 
Kefauver cited a chart showing that, using 1935-39 as the average and 
the cost of living and the cost of oil starting out together, ‘generally the 
wholesale prices of all commodities taken together have been below the 
price that you have been getting for crude oil and the cost of living has 
been generally unde *r the increase that you have gotten, that erude has 
been selling for.” 


The document cited by Senator Kefauver inserted at this point in the 
record. 

Table showing increased gasoline prices at both wholesale and retail 
inserted at this point in the record. 

Chart entitled “Quantities of Wheat, Cotton and Beef Required To 
Buy 1 Barrel of Bunker ‘C’ Fuel Oil” inserted at this point in the record. 

Chart entitled “Daily eee Prices for No. 6 Fuel Oil, New York 
Harbor Barges, Highs and Lows, Bunker C, Guif Coast Cargoes, Lows,’’ 
inserted at this point in the record. This chart shows the price of erude 
increasing from about $1.40 in 1946 to about $3.30 now. 

The price of fuel oil and all oil products increased greatly from 1945 
to 1948. Senator Kefavuer said the “oil people are not exactly giving 
the American people the whole picture when you base the number of 
increases and the percentage of increases that you have had from an 
unusually high time and not an average time, to wit, 1948, when there 
was an unprecedented high price as a result of your miscalculation of the 
domestic demand for oil.”’ 

Chart showing percent increases in costs since 1945 for various items, 
including wages, inserted at this point in the record. This chart shows 
oil up higher than any other item. Mr. Rathbone said the reason for 
this is that crude “has become very, very much more expensive to find.’”’ 

Price increases in the United States do not alw: ays mean increased 
prices for oil obtained from the Caribbean or Middle East. Crude 
prices of Middle Kast oil and gulf coast oil are not necessarily the same 
in Western Kurope, although they are sometimes. 

Chart showing quantities of wheat, cotton and beef required to buy 
one barrel of Oklahoma-Kansas crude inserted in the record at this point. 

Speech by Congressman Sikes “analyzing and dissecting the weak 
points in the claim that a price rise was long overdue’’ inserted by 
Senator Kefauver at this point in the record. 

At the beginning of the afternoon session Mr. Coleman resumed 
presentation of his statement, listing limitations on MEEC, and out- 
lining its functions and duties. 

At a meeting with governmental representatives in Washington on 
September 19, 1956, the chairman pointed out “some of the problems 
which might require governmental action that would arise as a result of 
attempting to supply Europe with oil.”’ Outlined those problems. 

“The Government representatives recognized that most of these 
problems involved policy questions which could only be determined by 
the United States Government and were not matters to be acted on by 
the committee or its participants and that the Government would 
continue to follow the problem and study the matter to determine 
what, if any, action should be taken.” 

Although some MEEC activities were curtailed after outbreak in 
Middle East, the Government encouraged the companies to take what- 
ever individual action they could to increase supplies for Western 
Europe. 

‘se * * On December 3, 1956, at the request of the Director of the 
Office of Defense -Mobilization, the Administrator reactivated the 
committee and requested that the committee immediately begin to 
yrepare schedules for cooperative actions to offset the loss of the Middle 
{ast supplies. 

“Pursuant to this request, the committee and its subcommittees 
immediately began preparation of schedules and forwarded two such 
schedules to the Administrator on December 6, 1956 * * *.” They 
were issued by Administrator on December 7. 
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1124 MEEC recommended two more schedules in January. They were 


“approved and issued by the Administrator on January 24, 1957, 
although schedule No. 4 was subsequently modified to require 72 hours’ 
notic? to the Administrator before action could be taken.” 

Mr. Coleman discussed (in his statement) oil movements in Eastern 
Mediterranean and Caribbean areas. 

1126 “When our Government decided, early in December, to request the 
MEEC to undertake action, it directed the MEEC that it should, pur- 
suant to our Government’s policy, deal with the OEEC, its Oil Commit- 
tee and its industry advisory committee that is known as OPEG.” At 
that time, MEEC was told that Europzan oil allocations were to be made 
by OEEC. 

1127 The allocation plan “has two basic provisions. It provides for a gen- 
eral percentage allocation and for allocation of a set aside reserve for 
hardship cases.” 


1128 Documents showing how the program works inserted at this point in 
the record. 

1129 After countries receive their allocations, they usually rely on a govern- 
ment-appointed committee to allocate the supplies within the country. 

1130 Memorandum concerning European allocation, from Mr. Carlisle to 


Mr. Coleman, dated December 7, 1956, read into the record at this point. 

1131 Memorandu' from C. J. Hedlund to W. R. Carlisle regarding Euro- 
pean allocations, read into the record at this point 

1132 At a meeting in Paris, American Minister Fred Payne had expressed 
the hope that individual company arrangements could handle allocation 
problem with a certain country. It has not worked out quite that way, 
however. 

1134 OPEG (with industry representatives composing it) handles the dis- 
tribution of oil in accordance with OEEC’s wishes. It is distributed to 
the consumer through a governmental advisory group. 

1135 In normal times there is competition between the oil companies in 
other countries. However, “In times of shortage, the Government takes 
over and is allocating it.”’ 

1137 Decisions on pricing are left entirely in the hands of the Jersey affiliates, 
although the company’s coordinator “may be asked with respect to 
background information in regard to a price decision.” 

If there had been no governmental organ such as OEEC when the 
Suez crisis arose there would hav2 been a great deal of competition in 
obtaining supplies for the affiliates. 

1138 Senator Ketauver said he had gone through a “number” of the affiliates’ 
reports to Mr. Ramsey, the marketing coordinator in Europe, “and it 
seems that the main gist of the reports to this Mr. Ramsey, from your 
affiliates, point with great pride to the higher prices and the elimination 
of competition.” 

Mr. Coleman replied, saying he had not gone through the reports 
thoroughly, but that “any pvice increase that any of our affiliates have 
had had been discussed and approved of by the government of the 
country in question.” That is, if it came after Suez. 

1140 Senator O’ Mahoney read a report submitted to the parent company 
by Esso Nederland which, he said, shows ‘‘that the same complaints 
which come from the householder and the lighting company, the public 
utility, the small manufacturer, about increased prices of fuel oil, of 
gasoline, are the same complaints that are being uttered in the European 
countries.” 


1141 Mr. Coleman repeated his opinion that controls are only justifiable in 
times of crisis. O’Mahoney, however, asked if this were not a time of 
crisis. 


1144 Mr. Coleman said: “TI think all the companies on the MEEC and 
every company in the oil industry should do everything they can to 
keep prices down; but I would not recommend, once Suez is open, even 
though we have this crisis continue, that the whole world tanker opera- 
tion be put on a controlled-price basis.” 

Senator O’ Mahoney reiterated his opinion that, because we are in an 
“economic war,” an effort should have been made by MEEC members 
and the Government to voluntarily hold down prices. Citizens’ com- 
plaints are coming in to Congress every day. 
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Mr. Rathbone submitted long-term charter rates for tankers on the 
Caribbean-United Kingdom run, These were tankers owned or char- 
tered by Jersey affiliates carrying their own oil. These figures show an 
increase of about a tenth of a cent a gallon in the first quarter of 1957 as 
against the last quarter of 1956. 

Senator O’ Mahoney said it was the spot rates, not the long-term rates, 
that had “skyrocketed.” ‘‘Government control of tanker rates would 
not be injuring Standard, but it would be holding the speculator down.” 
Mr. Rathbone said he would like to see those rates controlled, too, 
although he did not know how it could be done. 

Their affiliates use a small number of spot charters to move oil from 
the Caribbean to Europe. It is estimated their average increase for the 
first quater is about 214 percent. 

One trip of a T-2 tanker around the Cape of Good Hope from the 
Persian Gulf might gross a million dollars, and “many of those ships 
were probably bought for close to a million dollars.” 

Table showing the increase in tanker rates inserted at this point in the 
record. 

Referring back to the tanker profits from the Cage run, Senator 
O’ Mahoney said, ‘‘The figure I had in mind was $1 million net profit a 
year, not a million gross.” 

Senator Kefauver asked if they really should not lower rates ‘‘because 
you are getting rapid amortization on the ships that you are building 
and buying.” 

Mr. Coleman said none of these ships that are being built would be on 
the run under discussion, but would be in American coastwise service. 

Jersey statement on amortization for tankers inserted at this point in 
the record. 

‘‘Statement of profit and loss, investment, and nature of operations 
of European affiliates for the year 1955” inserted at this point in the 
record, 

Mr. Coleman said they have ‘‘in no case taken advantage of this situa- 
tion.”’ 

Senator Kefauver asked if a price increase on top of increased earnings 
did not indicate they were taking advantage of the situation. 

Mr. Coleman resumed presentation of prepared statement. 

All meetings of MEEC group with any representatives of other gov- 
ernments were not only attended by representatives of Interior and 
Justice but also by representatives of staff of Ambassador George W. 
Perkins, Chief of United States mission to NATO. 

Discussed the effect of the Suez crisis on European oil supplies. 

It is estimated that better than 80 percent of Europe’s normal demands 
will be met. 

Have no particular supply goal in mind “except to make all the 
supplies available that Europe wants and will buy.’’ However, believes 
fuel oil supply should be more than 80 percent. 

When Suez is reopened, Iraq pipeline restored and the tankers re- 
arranged MEEC would no longer be necessary. 

The figures published weekly on movements from the gulf are only 
part of the overall picture, and he is “sorry that they have been used 
because they have given rise to misunderstandings and should not have 
existed.” 

Diversion of Venezuelan imports to Europe would increase supplies 
to Europe by a fraction of 1 percent of its total requirements, ‘‘and it 
is less than one-fiftieth of the total emergency assistance that has been 
made available to Europe.” 

“From the standpoint of maximum saving of tankers, you get a more 
effective use of the tankers if no United States crude moves to Europe, 
but was in turn used to replace Venezuelan imports. I simply meant 
that the crosshaul involved there is relatively small.’’ Also involved 
are problems of crude quality and availability of American-flag tankers. 

Venezuelan imports have been brought down to about their pre-Suez 
level, and they hope to lower them even more. The present minimum 
imports are ‘‘composed of specialty crudes that we need for special 
operations for which we can find no substitutes in the United States 
gulf.” 
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In addition to crude, they import fuel oil into the United States. 
American refiners make as little fuel oil as possible because the cost of 
crude produced in the United States is so high. 

Mr. Coleman pointed out ‘“‘that the principles and procedures used by 
the Middle East Emergency Committee to meet successfully this emer- 
gency are not new. They formed the basis for coordinated oil industry 
effort to meet the needs of the United States and its allies in World War 
II and the Korean war.” 

The function of the Chairman of MEEC is, under Government direc- 
tion, ‘‘to be present as chairman of the meetings and to coordinate to 
the best of his abilities the activities of the MEEC.” 

The fact that some companies, including Jersey, have multiple repre- 
sentation on MEEC “has no effect whatsoever on the effectiveness of 
the Committee in doing this job.”” To the best of his knowledge, all 
companies “operate completely independently and on their own.” Jer- 
sey has no management position in Arabian American Oil Co., only a 
stockholding position. They do have representation on the board of 
directors and on the executive committee, but not in management. 

MEEC members have ownership of less than 35 percent of the tanker 
tonnage used in the oil lift. 

Neither Mr. Coleman nor Mr. Rathbone knew of the reported black- 
listing by Arab countries of tanker companies furnishing oil to Israel. 


Statement of Arthur E. Lundvall, chief accowntant, Federal Trade Coim- 
mission 

Statement of identification. The figures cited by Senator Kefauver 
were contained in a report on which he had worked. 

Report of the Federal Trade Commission showing rates of return on 
selected industries inserted in the record at this point. 

Has never had any criti*ism or suggestion that his figures were incor- 
rect. These reports are generally circulated in industry and among 
individuals. Mr. Rath>bone had said Jersey’s rate of return had been 
decreasing, while this report shows it is increasing. 


atement of Seth MacDonald, Federal Trade Commission 
Statement of Seth MacD ld, F 


Statement of identification. He had prepared the material Senator 
Kefauver presented, basing it on annual reports submitted by the com- 
panies. There ensued a discussion on the manner in which it was 
prepared. 

The discrepancy in the figures prepared by FTC and Jersey was due 
to the tTC’s inclusion of minority interests in its reports and Jersey’s 
exclusion of them. 


Resumption of testimony of Stewart P. Coleman and Monroe Rathbone 

It is Mr. Coleman’s opinion that under MEEC the best job was done 
that could have been done under the circumstances. 

Information on countries having price controls inserted at this point 
in the record. 

Senator Carroll pointed out that Aramco’s earnings in 1955 were $724 
million. About $259 million was written off, of which about $193 million 
was in taxes to Saudi Arabia. This is credited dollar for dollar on in- 
come tax in the United States, not carried as a deduction. The deple- 
tion allowance came to almost $122 million, leaving the company a net 
of $272 million, on which no American tax was paid. 

Aramco produces approximately 1 million barrels of oil a day, about 
the same as is produced in Kuwait. About three-fourths of the world’s 
reserves are in the Middle East. 

Information on income and assets of companies owning Aramco sub- 
mitted at this point in the record. 

Senators Wiley and Carroll believe oil companies should bear more 
of the tax load. 

Document entitled ‘Comparison of Net Income and Taxes Between 
Aramco and a Hypothetical Domestic Operation With Comparable 
Total Earnings and Expenses, 1955’’, inserted at this point in the record. 
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Mr. Rathbone said the foreign tax is a credit under American tax laws 
that “is granted to American corporations operating in foreign fields on 
income earned in foreign areas upon which income tax is paid foreign 
governments. It is entirely, I think, an effort on the part of our Govern- 
ment to stimulate American citizens to engage in foreign business, in 
business in foreign lands.’? Believes this arrangement has proved 
beneficial to the United States. 

Senator Kefauver asked for justification of the recent price rise. Mr. 
Rathbone said that ‘‘as long as you are not out of line with the earnings 
return for similar types of business, that you can’t be considered as going 
too high.’”” However, Senator Kefauver said their profits were out of 
line with similar businesses. 

Senator Carroll read an excerpt from Forbes magazine stating that 
“oil was the most profitable industry in the entire economy.” 

Senator Kefauver raised the question of why so many chairmen of the 
boards of large oil companies had been invited to attend a dinner in 
honor of King Saud of Saudi Arabia. Mr. Rathbone said, “I presume 
because they are the ones that have the principal interests.” 

Senator O’ Mahoney said utilities have been brought under Federal 
regulation but that ‘“‘there is no regulation of many commercial empires 
operating in foreign affairs.’”’ This has resulted in “‘the establishment of 
an international state department, so to speak.”’ 

There ensued a general discussion of the obligations and rights of big 
business, and the oil industry in particular. 

Senator O’ Mahoney said he believed the question that should receive 
attention is “Show can we save the opportunity for the newcomers against 
vested interests which are created by foreign countries but are sub- 
sidiaries of American companies chartered by States who have no power 
to protect the public interest.’ 

Mr. Rathbone believes there is a place for both small and large busi- 
ness, but “if we grow out of balance to far with respect to whichever 
way we go that the Nation as a whole is going to suffer.’”’ Does not 
believe we are out of balance now. 

Mr. Rathbone told Senator Kefauver there had been no business 
discussion at the dinner for King Saud— it was purely social. 

There have been discussions in the industry about the need for a 
broader rule of international law than merely compensation in the event 
of nationalization. 

Mr. Coleman said he felt their foreign operations should have the 
same support from our Government that any business would receive, 
“but we have never asked or never would expect to ask our Government 
to give us any support that was not within their general policy, based 
on an independent appraisal of the situation.”’ 


Tuurspay, Marcu 7, 1957 
’ , 


Statement of W. K. Whiteford, president, Gulf Oil Corp., Pitisburgh, Pa.; 
accompanied by R. O. Rhoades, C. J. Guzzo, Ray McGranahan, W. B. 
Edwards, and F. L. Scoffield 

Statement of introduction. 

The company ‘would prefer not to be a participant in either the vol- 
untary agreement or MEEC, but in view of the Government’s request 
for cooperation we feel it is a duty and we cannot rightfully refuse. At 
the same time, we do not believe the sort of criticism that has been 
leveled at Gulf and other companies for so doing is justified in any 
degree.”’ 

Listed some things they have done to help in the emergency. By 
their heavy shipments in last quarter of 1956 had shown they were not 
“price gougers,’ because if they were they would have held stocks until 
the price rise which they believed “imminent and justified.” These 
heavy withdrawals from stock might also place them in a ‘vulnerable 
position” if there were long delay in reopening the canal. Have not 
made tie-in sales of gasoline with crude. 
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1258 Gulf has, through voluntary restrictions, cut back its imports and 


increased purchase of domestic production. They have “consistently 
argued against maintaining the ODM 1954 ratio of imports to domestic 
production. Notwithstanding this position, Gulf has complied with all 
requests from ODM. 

“Notwithstanding the increased volume of industry oil imports since 
1954, the facts are that domestic crude oil production, drilling, explora- 
tion, reserves, and production capacity were all at record high levels in 
1956 and are predicted at even higher levels for 1957. one may question 
the validity of the argument that the present level of imports has re- 
duced the incentive for the search for new domestic sources of oil. In 
this connection, it must be noted that average domestic discoveries in 
recent years are less prolific than in earlier years, and domestic oil con- 
sumption is growing at a more rapid rate than proved domestic reserves.” 

1259 Because of lower oil reserves and higher consumption in United States 
“it is of vital importance from both economic and national defense 
viewpoints that the Government does not adopt a policy which would 
unduly restrict oil imports from foreign areas where the reserves far 
outstrip the present and expected future consumption of oil.’’ Does 
not believe some imports will endanger national security. ‘‘The fallacy 
of self-sufficiency in oil, as anything else, is that costs may be prohibitive.” 

Gave reasons for importing Venezuelan oil into the United States 
while shipping domestic crude to Europe. 

1260 Contended it was not true that imports discouraged pipeline connec- 
tions to wells or that imports were more important to Gulf than domestic 
roduction. Referring to the price increase instituted on January 3, 
Mr. Whiteford said: “In the recent situation, had we failed to meet the 
price, we would have had insufficient oil. Had we offered too high a 

price, we soon would have had more oil than we could use.”’ 


1261 Following a price increase in crude there always follows a price in- 
crease in products. 
1262 Discussing the price of gasoline to the consumer, he said, ‘‘The com- 


pany that finds and produces the oil, breaks it up into products, and lays 
them down at the retail outlet receives less than 50 percent of the retail 
price of the product.” 

Although there are large stocks on hand, “only about 3 to 5 days’ 
supply of this inventory could be actually considered as surplus. 

“Certainly gasoline inventories have some effect on the selling price 
of gasoline, but they do not have any effect on the costs of crude oil, 
manufacturing plant, or marketing distribution.”’ 

1263 Companies in other industries have greater returns on their invest- 
ments than Gulf. 

1264 Mr. McGranahan discussed the movement of oil under schedule No. 2 
of the plan of action. 

1265 All transactions conducted pursuant to MEEC action must be re- 
ported but approval is not required. Mr. Rhoades knows of no instance 
where MEEC has questioned these transactions. 

1267 According to Mr. McGranahan, members of the tanker subcommittee 
of MEEC knew of the proposed shipping arrangements between Gulf 
and Esso; the price and the method in which the transportation costs 
were shared would not have been reported. Described the kind of 
information that would have been contained in reports. 

It is Mr. Whiteford’s understanding that the tanker subcommittee 
handles only transportation problems, not financial arrangements. 


1268 Mr. Rhoades said as far as he knew commercial data is not discussed 
at meetings of MEEC or its subcommittees. 

1270 Gulf and Esso, in negotiating this transaction, ‘“‘did not discuss tanker 
rates. We moved on ton-miles of oil moved and split the savings.” 

1272 This transaction is subject to postaudit by the Government. 

1273 A document received by the subcommittee under subpena showed 


that through this transaction with Esso Gulf would realize an estimated 
profit of 33 cents per barrel of Middle East crude. 

1275 Mr. Whiteford does not believe the fact that other companies on 
MEEC acting in concert, such as those jointly owning Aramco, affect 
Gulf’s operations in the Middle East. Have practically no contact with 
them. They were associated with other companies in the Iranian con- 
sortium and were original member of Turkish Petroleum which became 
Iraq Petroleum. Withdrew from this company in the mid-thirties. 
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British Petroleum and Gulf are 50-50 owners in Kuwait. Discussed 
this arrangement. 

Gulf had solicited the aid of the State Department in negotiating 
this arrangement. Senator O’ Mahoney pointed out that Congress alone 
“has the authority to grant any American the right to enter into any 
compact of any kind with a foreign state.” 

The only arrangement Gulf has with Dutch Shell in the Middle East is 
their sales contract. Dutch Shell is their largest customer for Kuwait 
crude. They do have joint interests in Venezuela, however. 

Although Gulf and British Petroleum share the Kuwait concession, 
each company owns 100 percent of the oil it lifts. There is no sharing 
of profits or marketing. 

At this time, none of their Kuwait oil is imported into the United 
States. In the past, ‘‘not more than 10 percent.” 

“Probably between 55 and 60 percent of Gulf’s liftings’’ have been sold 
to Shell. They have no control over the areas in which Shell delivers 
this oil. 

The postwar period in which fuel oil prices rose sharply was described 
by Mr. Guzzo as “fan adjustment period to some sort of normalcy.” 

In that same period the estimates of industrial needs were not calculated 
properlvy—the needs were underestimated. Procurement of the type of 
crude oil needed to produce high-octane gasoline also affects price. 

They know of no new customers picked up by Gulf through MEEC 
nor of customers lost by any companies as a result of these transactions. 

Do not intend to divert Venezuelan imports to Europe at this time 
as it is felt it “was not worth the advantage that would be gained in view 
of the economic situation that the company was in.”’ One of the major 
reasons is lack of tanker space. 

Mr. MecGranahan had discussed with Mr. Flemming the possibility of 
obtaining a waiver of restrictions on use of foreign-flag tankers, but 
Mr. Flemming did not think it could be obtained. 

Discussed changes in operation of pipelines in domestic transportation 
facilities suggested by Mr. Bonner of Gulf in meeting of Supply and 
Distribution Committee. 

The pipeline arrangement between Gulf and Esso Louisiana was 
worked out in November, prior to the adoption of schedule 4. Did not 
know of the suspension of schedule 4. 

Gulf will make no further alterations in its pipeline facilities. The 
pipeline rearrangements not only did not hurt but were actually beneficial 
to independent producers. A memorandum from the Gulf files showed 
that the companies involved in the pipeline arrangement were: Gulf, 
Pasotex, Humble, and Shell. 

This is a normal transaction which would not be in violation of anti- 
trust laws. When asked why, then, it was necessary to adopt a schedule 
authorizing this type of arrangement Mr. Whiteford said, “I suppose 
because of the ample—the abundant feeling of caution—on the part of 
lawyers, who watch over us very carefully, trving to make sure we don’t 
get ourselves in trouble with the antitrust laws.” 

Knows of no inquiries or investigations conducted by the Department 
of Justice concerning these pipeline operations. This is the only way the 
pipelines could operate. 

Prior to the price increase instituted by Humble, Gulf had anticipated 
a price increase, but the people at Gulf felt they could not initiate it. 

After the price rise announced by Humble, Gulf did not immediately 
change its price structure; after their price schedule was arrived at they 
had to make additional adjustments. Mr. Whiteford believes they have 
not initiated a price increase since World War II because they “have been 
trying to evaluate crude oils on the basis of octane values, as well as 
gasoline yield. We have been in the process of making the adjustments 
between fields and not on an overall basis.” 

They have not only increased their purchases of domestic crude oil 
but have expended “large sums of money to try to find and produce oil 
in the United States.”” The ratio of Gulf imports to the industry total 
has declined because of the increase in imports of other companies. 

About 28 percent of the crude used in Gulf’s refineries is imported 
crude. 
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Any income they receive from sales of either domestic or foreign oil is 
reported to the United States Government in their consolidated report. 
They get the same depletion allowance for all oil produced. 

Gulf Oil Co. pays to Kuwait both royalties and income taxes. Royal- 
ties are not recognized as offsetting taxes in the United States—they are 
just allowed as operational expense. The taxes paid to Kuwait are 
allowed to offset income taxes that might have been paid the United 
States Government. 

Mr. Rhoades said these tax credit balances “essentially would balance, 
I understand, the domestic tax.’’ The Treasury thus would receive 
virtually no taxes. 

Discussed Gulf’s acquisition of Venezuelan property, and also of inter- 
ests in other oil companies. 

Senator Carroll pointed out that the company, through the years, 
had had high profits and had plowed back large part of its earnings but 
had spent very little for financing. 

Gulf’s production in a year would be “probably less than one-half of 
Aramco’s production.” 

Their published figures show that in 1956 over half of Gulf’s total 
profits were derived from production of Kuwait oil. Have no agreement 
with Shell to stay out of some markets. However, Mr. Whiteford 
explained, ‘The Shell Co. says if we take crude markets away from them, 
they have the right to deduct that amount of crude purchases from us, so 
if we think we can make more money by using our own crude and building 
our own refineries and our own market, we are perfectly free to do so.” 

A document from Gulf files shows that although the company does not 
“follow blindly” price action taken by other companies, some considera- 
tion is given to that action. 

Listed and discussed some of Gulf’s subsidiaries. 

Over 36,000 filling stations handle Gulf products. Mr. Guzzo said 
the only stations they exercise any managerial control over are those 
that are operated by Gulf, about 140. 

The majority of the dealers who operate these stations have a sales 
contract with Gulf when it owns the property or has the property under 
lease. 

After the dealer receives his gasoline, ‘(what he wants to charge for 
it then depends on his idea of profits. If he thinks he can sell more 
gallons and make less per gallon, that is up to him.’’ Mr. Guzzo dis- 
agreed with Mr. Cresente’s testimony that expansion of the majors 
into the retail business was pushing out the independent filling station 
operator. 

There have never been as many successful independent companies in 
the oil business in the United States as there are today. Mr. Whiteford 
does not believe this would be possible ‘“‘if it were not for the fact that 
the large companies give them an opportunity to excel in the fields in 
the large company does not do well.”’ 

Senator O’Mahoney said he had been told the oil-shale deposits of 
Colorado, Wyoming, and Utah probably contain deposits capable of 
eocenes three times as much oil as the known reserves of the Arabian 

eninsula, and asked if the majors would object to development of such 
reserves. Mr. Whiteford said ‘“‘No.” 

There is little or nothing being done on this project at this time. 

Oil prices have nothing to do with the rental situation of the operators 
who lease Gulf-owned filling stations. 

The price of gasoline went up after the crude price rise but in many 
areas the gasoline price lowered again. 

The “remarkable profits’ obtained from Kuwait oil enable Gulf to 
invest “hundreds of millions of dollars’’ in domestic exploration and 
development. Senator Carroll said if the price increases did not stop 
the consumers might raise such a fuss as to cause the depletion allowance 
to be limited to operations within the continental United States. The 
majors gain great economic advantage from the depletion allowance on 
foreign reserves. 
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He further contended that “if we permit a 27%-percent depletion 
allowance to the giant oil corporations of the world, perhaps we ought 
to increase the depletion allowance to the independents and give then 
40 or 50 percent so they can stay in the market.’ Returned to dis- 
cussion of holdings in other companies. 

In 1952 the cost of producing Bahrein crude was about 25 cents per 
barrel. The cost of producing Kuwait crude might be even lower. 

Gulf’s posted price of Kuwait crude is $1.72 per barrel. 

The same quality of crude sells for the same basic price regardless of 
its source. There followed a discussion of pricing practices in the 
industry. 

Senator Kefauver asked if the ‘‘price of the same quality oil is the same 
at any given point, delivery or destination.’”’ Mr. Whiteford replied: 
“Only as close, Senator, as the forces of competition force it to be.” 


Fripay, Marcu 8, 1957 


Senator Mike Monroney introduced the witness, Mr. Jack Abernathy 
of Oklahoma City. 


Statement of Jack H. Abernathy, vice president of Big Chief Drilling Co. 
and president of American Association of Oil Well Drilling Contractors. 

Statement of introduction. 

Original owners of land on which oil is found share in the profits from 
it, as well as benefiting from the depletion allowance. 

Producing companies rarely drill their own wells, relying instead on 
drilling contractors. 

Although these contracting firms are relatively small, ‘‘they do repre- 
sent very large, individual investments.”’ 

In recent years they have annually found about 1% times as much oil 
as is produced. Although the producers’ total well costs for each foot 
drilled have increased, the contractors’ charge per foot of well drilled has 
decreased. 

In his opinion “no industry has served its customers more conscien- 
etry or more efficiently than the drilling industry and the oil producers 
lave.” 

The number of rigs in operation has dropped from 3,137 in December 
1955 to 2,336 in early 1957. He attributed this to the producers’ 
uncertainty “as to their return from their wells, the allowables they will 
get, and the price for the material they have to sell.”’ 

There is great competition in the drilling industry and, he believes, in 
the petroleum industry as a whole. 

Mr. Abernathy stated that “if the present trend of decreased rig 
activity—which is the lowest since August 1952—continues, I believe 
genuinely that this Nation’s outlook for an ample supply of domestic 
crude sufficient for emergency is not good.”’ 

Believes the outlook for discovery of increased reserves in the United 
States is excellent, ‘assuming of course that funds are available to oil 
producers to continue activity, an aggressive program of hunting for 
domestic reserves, an active program of exploration.” 

Believes that “conservation methods have added at least 50 percent 
to our reserves, as compared to older methods of operation.’’ Expressed 
the belief that “the best way to avoid monopolies is keep a strong do- 
mestic industry, many hundreds and thousands of independents in 
operation, as well as the major companies.’’ Also feels the recent crude 
oil price increase ‘‘was well overdue, and is very modest under the cir- 
cumstances.’”’ Supported the recommendation that oil imports be kept 
near the 1954 ratio to domestic production. 

Oil producers almost always request the drillers to submit sealed bids, 
and contracts are let on a competitive basis. Feels this has helped to 
keep costs down and the industry competitive. 

he price rise will help the drilling industry. 

Material submitted by Mr. Abernathy inserted at this point in the 

record. 
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Senator Kefauver said he had brought up the subject of profits in the 
drilling industry because he understood manufacturers of heavy equip- 
ment “have had an unusually prosperous time in the last few years.” 
Mr. Abernathy said the equipment had increased in price substantially. 

Present drilling efforts are turning up more of the smaller fields than 
the larger ones. 

Additional information on drilling industry inserted at this point in 
the record. 


Statement of Reid Brazell, president, Leonard Refineries, Inc., Alma, Mich. 


Statement of introduction. The Western Petroleum Refiners Associa- 
tion, of which he is president, have ‘‘a little over 70 percent of the total 
refinery capacity’ in the country. They have been operating at 91-92 
percent of capacity. 

He will not deal with “actual operations of the program of supplying 
oil to Europe, nor to discuss the reasons for the recent increase in prices 
of crude oil.’’ Will confine himself ‘‘to the effects that recent develop- 
ments may have on the independent refiners.”” In 1951 there were 365 
refineries in the United States; there are a few less today. 

He said: “In view of the recent events, on behalf of these independent 
refiners, and I think, for that matter, all refiners, I must say that we 
are very concerned and disturbed by statements emanating from this 
committee to the effect that major oil companies should ‘roll back’ the 
recent price increases in petroleum products, particularly on gasoline 
2.6) 

“‘We are pleased to see the committee’s interest in the independent 
producing companies. We hope that the committee will recognize that 
the independent refiners would face ruin if product prices were rolled 
back without a similar rollback in the price of crude oil.’’ He said, 
however, that he wanted “the record to indicate clearly that I am not 
suggesting a reduction in the price of crude oil.” In a competitive 
market it is not possible for independent refiners to sell products at 
prices higher than those of major oil companies. 

A price increase in oil and oil products in 1953 had also resulted in a 
congressional investigation. 

Some imports are “proper and necessary’”’ but they should not be too 
high. The present statute covering these imports is “quite satisfactory” 
and a “workable arrangement * * * even though it may not work as 
well as you might like to see it work at times, than to have a specific 
inflexible percentage.” 

While the price of gasoline has gone up since 1953 so also have State 
and Federal taxes, labor and materials costs. Octane ratings have 
increased, too. 

“There should be for the public at all times an adequate supply of 
quality products. One of the best ways that I can think of for you to 
accomplish those two objectives is to encourage members of the petroleum 
industry to keep healthy by making a decent profit in their operations, 
which will permit continued research, development, and production of 
high-quality petroleum products for the general public. That can be 
done only if the manufacturer passes on the additional costs of doing 
business to the extent necessary to maintain a healthy economic return.”’ 

The independents, whether refiners or others, are indispensable in the 
Nation’s economic picture. However, “if this committee, in its en- 
thusiasm to protect the public from what it thinks is a great wrong, has 
any success in its efforts to get the larger companies to absorb the 
increase in the price of crude oil and cut back the price of gasoline, it is 
about to accomplish something that no other force has been able to 
do—that is, put the independents out of business.’’ Does not believe 
this will be allowed to happen. 

Crude price increase averaged about 25 cents per barrel on January 3, 
but one type of Wyoming crude has risen about 38 cents in the last year. 

Mr. Brazell’s company has never initiated a gasoline price increase 
and had it stick. It is his opinior that Standard of Indiana is the price 
leader in his area. 

They would have raised the price earlier if they had thought they 
could do it. 
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They would have instituted a price increase even if Standard of 
Indiana had not, 

He does not feel he is at a disadvantage in competing with integrated 
refining companies. 


WepDNEsDAY, Marcu 20, 1957 


Statement of F. A. Davies, chairman of the board of the Arabian American 
Oil Co., accompanied by James Terry Duce, vice president, and Douglas 
irskine, tax counsel 

Statement of identification. 

Outlined Arabian American’s (Aramco) place in the petroleum in- 
dustry and its participation in MEEC. 

The amendments to the oricinal voluntary agreement, adopted May 
8, 1956, requiring that individual company information not be disclosed 
to other companies participating in MEEC was not objectionable to 
Arameo. The plan of action adopted August 10, 1956, waived this 
restriction. Mr. Duce thought this exchange of information was 
advantageous if not necessary. 

Exchange of information would not affect a possible cartel situation 
one way or the other. 

Aramco is owned by 4 companies that are on MEEC and is on MEEC 
itself, 

Aramco makes available to the public its production figures. 

The only information they had about other companies operating in 
the Arabian Peninsula was what they read in the newspapers, including 
the four owning companies. 

Listed some of the contributions Aramco made to the work of the 
various MEEC subcommittees. They are on the Tanker Transportation 
Subcommittee even though they own no tankers or other transportation 
facilities, 

They use transportation facilities of companies owning stock in 
Arameo. In reply to a question as to how their oil is marketed, Mr. 
Davies said: ‘“Arameo markets its oil products locally within Saudi 
Arabia in its own name. The other marketing, all our other crude and 
products, are sold to our shareholder companies.” 

Gave a short history of the company. 

In the early days Saudi Arabia had a royalty interest in the develop- 
ment of the oilfields. 

Standard of New Jersey, Socony Mobil, The Texas Co., and Standard 
of California, Aramco’s stockholders, rank first, second, fourth and fifth 
in assets. Outside of their joint interest in Aramco Mr. Davies said 
“they are in strict competition with each other so far as I am able to 
determine from Arameo’s position.” 

In 1947, Mr. Davies said, Standard of New Jersey and Sconocy Mobil 
joined the venture to provide additional market capacity for Aramco’s 
output, not for additional capital. Aramco had practically no marketing 
organization of its own. 

Under present arrangement all companies other than the four stock- 
holders are precluded from direct access to this oil. If others wish to 
obtain oil they must negotiate with the owning companies. ‘The price 
at which Aramco sells to the offtaker companies is set by the board of 
Aramco.” 

Discussed methods used in arriving at price. Ten of the 13 board 
members are representatives of the stockholder companies. 

Senator O’ Mahoney said it seemed to him the “partnership arrange- 
ment”? had been devised because capital was needed, and that “it must 
be obvious to anybody who knows anything about the interest of private 
investors in oil stocks that they would have bought this stock upon the 
New York Stock Exchange for almost any price you were willing to pay 
in order to participate in the bonanza, but you did not put it on the 
market for sale. You did not seek to borrow the money by ordinary 
methods. You got it from other companies which had been operating 
in the Middle East, the biggest in the world.”’ 
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He further asserted: ‘‘You were dividing up the production; you were 
doing the things against which the antitrust law was originally con- 
ceived. * * *” 

Mr. Davies replied: ‘‘And it was determined in the Aramco board 
meeting that the price which Aramco would sell to each of the offtaking 
companies was the posted price of each of those companies.” 

The revision of prices that took place in 1955 had no relation to the 
Iranian consortium formed in 1954. Mr. Davies continued with his 
prepared statement. Aramco’s “area of operations in Saudi Arabia are 
currently estimated to represent about 25 to 30 percent of known oil 
reserves in the Middle East and about 15 to 20 percent of known reserves 
in the free world. In addition these reserves represent the principal 
natural resources of Saudi Arabia.’ 

“Our earnings are taxed by the Saudi Arab Government. In making 
our United States tax returns we take both the depletion allowance and 
the foreign tax credit. These allowances have been allowed under our 
tax laws for years and are entirely appropriate in the circumstances.” 
Although seeking no “special privilege,’’ feels the company serves “in 
full measure the interest of both the United States and Saudi Arabia.”’ 

Mr. Davies believed the arrangement bringing in Jersey Standard and 
Socony “resulted in the greatest benefit to the United States, and * * * 
to Saudi Arabia and to Aramco.”’ Jersey had been released from red 
line agreement to become a partner in Aramco. 

Senator O’ Mahoney asked if Standard of New Jersey did not get back 
the approximately $76 million it paid for Aramco stock in about a year 
from date of purchase. The witnesses did not know if Aramco profits 
were that high. 

Although Mr. Davies had said he did not know who initiated the talks 
that resulted in the four-way partnership in Aramco, Senator Carroll 
pointed out that the FTC staff report on the international petroleum 
cartel stated that Jersey and Socony had initiated the talks with Cali- 
fornia Standard and Texas prior to 1946. 

Senator Kefauver asked if the four-way ownership were not arranged 
so that Aramco oil could be marketed without ‘‘pushing your way in on 
a competitive basis.’”” Mr. Davies expressed the belief that “in those 
areas where there is marketing there is a very strict competition, not 
between Aramco and them but between the companies who place 
Aramco’s oil in those markets.” 

Aramco’s net earnings for 1956 were $280,811,630. Jersey’s 30 per- 
cent share would be about $84 million, $7 or $8 million more in 1 year 
than they paid for their interest in 1947. 

Saudi Arabia’s share in Aramco’s profits came to $280,811,630 in 
1956, the payment to the Saudi Government for income tax, royalties, 
and rentals. The amount paid in United States income taxes was 
$282,377, as against $199,457,389 paid to Saudi Arabia; income taxes 
paid to a foreign government can be offset as a credit for payment of 
American income taxes. 

This $282,377 was paid to the United States on profits of Aramc> 
holdings in this country; this country received no taxes on Aramco’s 
operations in Saudi Arabia. Mr. Davies said, however, ‘‘the United 
States Government certainly could not fail to profit from the operations 
in Saudi Arabia.”’ 

The preliminary estimate of the amount claimed for depletion allow- 
ance for 1956 is $152 million. 

They have surrendered rights they once held to some Saudi Arabian 
territory and in the neutral zone because they felt these areas ‘‘were not 
as interesting as certain other parts.” 

Some independent companies have sizable production in the neutral 
zone now. 

Mr. Duce explained the statement: ‘Aramco has a half interest in 
the Saudi Government’s half interest in the neutral zones, because this 
is one of those rare cases in the world where you have a condominium.” 

Until approximately the beginning of the 21st century Aramco will 
be exploring its concession and collecting the depletion allowance. 
Expenses, such as the $5 million spent in drilling one dry hole, are 
deducted before profits are figured; depletion allowance is figured on 
profits. 
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The cost of drilling is deducted as an expense but the cost of explora- 
tion is capitalized. 

Royalties paid the Saudi Arabian Government are deductible expenses 
while the income tax paid them is a credit to offset payment of American 
taxes. Mr. Davies explained how the determination of what is to be 
paid as royalty and what as income tax is reached. The agreement to 
split the profits evenly with Saudi Arabia was reached at the end of 
1950, after some years of dissatisfaction on the part of the Saudi Govern- 
ment. 

As early as 1948 they had asked “ ‘Isn’t there some way in which we 
“an get a greater take?’ and a little later than that they said, ‘Isn’t 
there some way in which the income tax you pay to the United States 
san be diverted to us in whole or in part?’’’ Had been visited by a 
representative of the Treasury Department. 

Mr. Davies said, ‘‘They brought a tax expert out there in the summer 
of 1950 and had him write them a tax decree, a tax law which they issued 
as a decree.’’ The effect was to give the Saudi Arabian Government 
50 percent of Aramco’s total revenue. Prior to this they received only 
the royalty, which was about 20 percent. 

The tax expert retained by Saudi Arabia had no connection at all 
with Aramco. After consideration was given to all alternatives, includ- 
ing paying the 50 percent in the form of a royalty, they decided against 
it because, Mr. Davies said, ‘‘That would have made our position out 
there pretty bad competitivewise, and the Saudi Arabian Government 
was insisting on an income tax which would result, in no additional 
burden on the company.” 

In 1949 Saudi Arabia was unhappy because the income taxes paid the 
United States were more than their total take. A similar situation also 
prevailed in Venezuela, and resulted in adoption of a similar law there. 
“The same thing existed up in Iran. One of the chief causes of the blow- 
up in Iran was that the British Government was obtaining more from 
the venture out there than the Iranian Government was.” 

A Treasury Department representative, Mr. George Eddy, went to 
Saudi Arabia around 1946 or 1948 to help them stabilize their finances. 

Aramco’s profits have increased steadily since 1950. 

Although Aramco is not paying income taxes to the United States 
“that doesn’t mean that the United States is not profiting by the opera- 
tions out there in Saudi Arabia. 

“First, we pay dividends to our stockholder companies. They pay 
to the United States Government an intercorporate dividend on that, 
which amounts to 8.1 percent.” 

These dividends are paid out to stockholders of the owner companies 
who in turn pay personal income tax to the United States. It is esti- 
mated these 2 taxes amount to better than $100 million received by 
the Treasury. 

Aramco conferred with Mr. McGhee of the State Department on the 
revision of its tax status in Saudi Arabia. 

Mr. McGhee is in the oil business, no longer with State. 

Depletion allowance has nothing to do with money available for 
dividends; payment of income tax reduces money available for dividends. 
Depletion allowance is a deduction for tax purposes, and would be 
instrumental in reducing dividends only if it resulted in having to pay 
higher taxes. 

Material submitted at Senator Wiley’s request on taxes and deple- 
tion allowance inserted at this point in the record. 


Statement of George Eddy, Alexandria, Va. 

Statement of identification. 

Left Treasury Department in 1955. Was sent to Saudi Arabia in 
1948, to give what help he could in connection with ‘‘their extraordinary 
and unique monetary problems.” * He had contact with Aramco at that 
time as it “loomed very large in all of Saudi Arabia’s problems.”’ 

Although he was questioned once about the manner in which other 
countries with oil reserves receive income from production, he had 
nothing to do with drafting the Saudi Arabian tax law. It was drafted 
after he was in the country. 
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At the direction of the United States Ambassador he answered the 
question, although informing the Saudi official with whom he was 
talking that he was not qualified to give expert advice on the subject. 
Advised that there were different arrangements that could be made. 
“One was a direct royalty. One was, I believe, a rental arrangement. 
One was a stock participation. One was an income tax. And there 
may have been several others * * * I did explain to him the difference 
of the effect on the company between a royalty and an income tax.” 

Aramco had asked State and Treasury to send someone to help Saudi 
Arabia with its monetary problems. 

Resumption of testimony of Aramco witnesses. 

Although Mr. Davies participated in the discussions leading to the 
1950 tax decree he said the decision to use the income-tax route to profit 
participation was solely that of Saudi Arabia. Was not based on an 
Aramco recommendation. 

Although this problem was discussed with the State Department, Mr. 
Duce did not recall if it were ever discussed with the appropriate com- 
mittees of Congress. 

When asked by Mr. McHugh whether this tax setup might be viewed 
by the Government “as a legitimate credit or possibly as a disguised 
royalty,’’ Mr. Davies replied: ‘‘We certainly never thought of it as a 
disguised royalty in any sense, Mr. McHugh, and, as I testified earlier, 
I think we did corsider very seriously and assumed that it would be 
eligible for tax credit under the laws of the United States as they then 
existed.”’ 

The Treasury Department has accepted it as a credit. 

The Bureau of Internal Revenue published a ruling that Saudi 
Arabian income taxes are allowable as credits prior to the ruling in 
Aramco’s case. Prior to closure of Suez a very large percentage of 
Aramco’s income was derived from sales outside the United States. 
Discussion on depletion allowance and taxation ensued. 

Mr. Davies said the United States policy since World War I had been 
to encourage all American business to go abroad, and especially oil. 
After this policy has met with such success does not believe ‘there should 
be any removal of that incentive by either the elimination of the tax- 
credit policy or the elimination of the depletion allowance.” 

Aramco has done much to better the conditions of its employees, but 
King Saud has also done much for the citizens as a whole. 

Senator O’ Mahoney read excerpts from a report made by the Special 
Committee Investigating the National Deferse Program during the 2d 
session of the 80th Congress, which contended that Aramco, its affiliates 
and parent companies, had been directly instrumental in getting the 
Government to extend lend-lease and other aid to Saudi Arabia. In 
return, the company had offered to sell oil to the United States Govern- 
ment at reduced prices, but when the Navy needed oil during the war 
the company offered fuel oil at $1.05 on a “take-it-or-leave-it basis,”’ 
which was considerably more than the original offer. The committee 
report concluded that this resulted in an overcharge to the United States 
Government of between $30 million and $38 million between January 
1, 1942, and June 30, 1947. 

Mr. Davies contradicted the findings, stating that “if any disinterested 
person would weigh the evidence that was given, the testimony that was 
given, they would find that those conclusiors cannot be supported.” 
Maintained the Government ‘‘was not cheated.” 

Secretary of State Dulles, in a meeting with MEEC representatives 
on August 13, 1956, had expressed concern over the possibility of losing 
supply and distribution facilities in the Middle East and also the possi- 
bility of nationalization without adequate compensation. Mr. Davies 
was asked “‘what the feeling of the executives of Aramco may be with 
respect to this question of the possible nationalization or termination 
of a concession.’”” Whether they would expect the United States 
Government to protect them. 
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They do not expect nationalization in Saudi Arabia, but said: “I 
think it is one thing to nationalize a business within a country purely 
for the welfare of the people of that country, and I think it is entirely 
different when an industry is nationalized, which is operating in the 
country through a sacred concession agreement or a contract. I think 
that that is a pure violation of the sanctity of contract, and I don’t 
believe it should be justified or condoned by the United States Govern- 
ment or any other government.”’ 

Mr. Davies continued: “I would like to see the United States Govern- 
ment make its position known in that respect. I would like to see some 
guidance of that kind of a thing into the World Court or something so 
that we have some kind of a recourse when some dictator or some ruler 
overnight tells you you are through, because I think when a government 
has entered into a contract knowingly and of its own accord, that that 
contract must be respected.” 

In light of this statement, Senator O’ Mahoney asked if he didn’t think 
Arameo and its owning companies should be willing to pay ‘“‘a little 
larger income tax to the Treasury of the United States.’”’ Mr. Davies 
said it seemed to him the ‘country in which this development takes 
place should have the first call on the taxes. 

Discussed the relationship between oil and our foreign policy. 

Their production rose from about 11,000 barrels per day in 1939 to 
about 165,000 in 1946. By the time Socony Mobil and Jersey Standard 
came in production had risen to 246,000 barrels a day, and marketing 
facilities were needed. 

Table entitled ‘‘Arabian American Oil Co.—Comparison of foreign 
and domestic operations, 1955,” inserted at this point in the record. 

Returned to discussion of taxes, royalties, etc. 

When the law allowing foreign tax as credit was passed in 1918 cor- 
porate tax was 1244 percent—it is now 52 percent. ‘‘That makes a dif- 
ference.’’ Although all companies operating abroad get the credit, 
Senator Carroll pointed out, they do not all have the benefit of depletion 
allowance. 

Dr. John Blair, chief economist of the Senate Antitrust Subcommittee, 
explained the original table prepared on the comparison of Aramco’s 
foreign and domestic operations in 1955, as compared to the one inserted 
today. 

Tuurspay, Marcu 21, 1957 


Statement of F. A. Davies, chairman of the board of the Arabian American 
Oil Co., accompanied by James Terry Duce, vice president, and 
Douglas Erskine, tax counsel—resumed 

Tapline, a separate corporation owned by the same stockholding 
companies that own Aramco and in the same proportion, was completed 


in late 1950. 
Prior to closing of Suez this pipeline had a capacity of about 320,000 


barrels a day. After Suez, it increased its capacity slightly, and is 
still being increased. 

Inasmuch as there was a steel shortage at that time, the United States 
Government aided the company by making steel available for construc- 
tion work. At that time, an option was given on part of the pipeline’s 
capacity. This arrangement is, in part, a confidential matter. 

The Navy, under this agreement, had the option to transport crude 
oil that it owned through the pipeline. 

The Navy would have had to purchase the crude from one of the 
shareholding companies as the line has no connection except with 
Arameo production. 

The contract with the Government was signed in February 1949. 
Tapline is operated by Trans-Arabian Pipeline Co., a separate organiza- 
tion. 

The Government has never exercised this option. 

Mr. Davies is a director of Tapline—the only representative of Aramco 
on the board. Aramco has a transportation with Tapline. 
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Aramco has an exclusive contract to sell its oil only to the four owners; 
Tapline carries only Aramco oil. Mr. Davies said that to the best 
of his knowledge there is no provision in the contract between Aramco 
and Tapline covering the possible contingency of the Un'‘te1 States 
wanting to transport oil purchased from some other company in the line. 

Senator O’Mahoney does not question the witnesses’ patriotism, but 
does question ‘‘the basic problem of these whole hearings: whether or 
not major companies like your owners and like Aramco are not suffering 
from a conflict of interest when they seek to carry out the Government 
program to transport oil to Europe.’’ Perhaps there should be more 
supervision of the program. Also: 

“‘Aramco was not created by the Government of the United States. 
It was created by the State of Delaware, which has no power to carry on 
foreign policy for the United States, which has no power to regulate 
foreign commerce, which has no power to regulate interstate commerce, 
and yet your company, created by the State of Delaware, is operating 
in the Middle East as a subsidiary of four giant corporations, and you 
are engaged in all of these things.” 

Mr. Davies again pointed out that companies like his had gone into 
countries like Saudi Arabia at the behest of the Government. The four 
owners of Aramco and Tapline do not jointly own any other companies 
in the Middle East or Europe but some are associated in other arrange- 
ments. 

For the past 2% years the prices at which Aramco sells to the four 
stockholding companies have been based on the offtakers posted price. 

The posted price is the one at which the offtakers sell to their custo- 
mers. 

Aramco sets the price at which it sells to its customers, but Mr. Erskine 
told the committee that the Saudi Arabian Government has been very 
interested in Aramco’s prices over the years—‘‘we have been having 
considerable debate with them as to what Aramco prices should be, and 
their contention has been throughout that Aramco should sell at prices 
which represent the fair market value—I am using that term in a very 
general sense—of the crude oil at the time it leaves Saudi Arabia.”’ 

As a result, Arameco’s prices have gradually increased. Generally 
speaking, the owning companies don’t like it. 

If the posted prices are the same, Aramco always sells to the four 
owners at the same price for the same grade of oil at the same time at the 
same place. 

Aramco did not raise the price of crude when Humble raised its price 
in the United States. Senator Kefauver asked if this did not mean that 
the four owning companies “‘got a wider spread between what they had 
to pay and what they sold their crude at or what they sold their refined 
oil at.” 

Discussed the distribution among the Middle East countries of shut- 
backs in Middle East crude. 

Has been distributed fairly equitably because of these countries’ 
reliance on this oil for their income. 

This distribution was handled through MEEC with full State Depart- 
ment consultation. The actual arrangements involving tankers were 
worked out by companies themselves, with the approval of the Admin- 
istrator. Aramco has no tankers. 

Mr. Duce, one of the company’s representatives on MEEC, said his 
only criticism of the conception of operation of MEEC was that it didn’t 
get started as fast as he thought it should have. Otherwise, had done a 
good job. Assures MEEC will be liquidated as soon as Suez is open and 
oil is flowing to Europe again. 





Statement of B. Brewster Jennings, chairman of the board, Socony Mobil 
Oil Co., Inc.; accompanied by Herman J. Schmidt, general counsel, 
A. C. Ingraham, Mobil Overseas Oil Co., and John J. Scott, counsel 


Statement of identification. 

Some types of oil they need are not available in adequate supply from 
domestic sources. After the shutdown of Suez and pipelines, Socony 
discontinued many of its imports. Their “‘only imports from the Carib- 
bean now are specialty crudes, for which we tried to buy substitutes in 
the United States, but could not.’”’ You cannot substitute just any 
crude for any other crude. 
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Shipments to Europe in first 3 months of 1957 are increased over those 
of the same period in 1956, but even this does not fully meet the demand. 
European supply effort involved rerouting of tankers, utilization of other 
distribution facilities, stepped-up production and changes in yield 
patterns. 

They feel “it is in the national interest to have a strong domestic 
industry, also that the level of our imports ought to be influenced by the 
views of our Government as we understand them.’’. They have con- 
formed to import level suggested by the Office of Defense Mobilization. 
However, ratio of domestic reserves to domestic consumption have 
dropped from 16 to 1 in 1938 to 12 to 1 in 1955. 

Cost increases necessitated price increase, although it “may be de- 
batable’’ whether it should have come just when it did. After the 
increase was made and followed Socony Mobil had no choice but to do 
likewise. Discussed supplies and prices. 

Socony has filed reports on action taken under various schedules that 
have been issued, covering transactions with other American companies 
participating in MEEC. 

None of the arrangements with other companies have been made 
pursuant to any decision made by OEEC. OEEC is responsible for 
allocating among the various countries involved the oil that is available. 

Generally speaking, purchasers of crude oil, such as refineries, within 
a given country are cut back by approximately the same ratio. 

Different methods are used for determining who gets what within the 
different countries. Asked for a definition of the terms “‘sugar bowl and 
kitty,’’ Mr. Ingraham said: “That was this additional amount that was 
reserved back of the supplies going into the area, the OEEC countries, 
and it was recommended that a so-called sugar bowl as you say was to be 
held back of that total supply, and then when all the figures were brought 
in, if certain areas were shorter than others, then they would ask that 
part of that so-called sugar bowl be allocated to those areas.” 

The oil committee of OEEC would ask OPEG to distribute the sugar 
bow] and the individual companies would try to change their supplies. 
The purpose of this arrangement was to help in handling hardship cases, 
and it was administered by a Government agency. 

Oil that is not part of the sugar bowl is distributed by individual 
companies. From the time MEEC was activated in December and the 
time the plan was set up by OEEC in January each company handled 
its supplies as best it could. This was accomplished as equitably as 
possible. 

Excerpts from meeting No. 8 of MEEC, dated December 17, 1956, 
indicate there was some unevenness in distribution in Europe. 

Mr. Jennings said that, in spite of the implication of the minutes, he 
knew of no participating members having fixed shares of the business in 
various countries. He said that in Socony thev know ‘“‘that the business 
we do in a given year constitutes a percentage of the whole, but we do 
not regard ourselves as having any share in the sense that you are using 
the term.” This percentage ‘‘varies considerably.” 

Senator O’ Mahoney read into the record a newspaper story reporting 
that “‘Major shipping and oil interests of the United States and many 
other nations” have been said to be boycotting Israel under Arab pres- 
sure. Soconoy Mobil had been Israel’s main supplier until Socony 
terminated the arrangement. Socony did not enter a protest with the 
State Department. The boycott has forced the Israeli Government to 
pay a 45-percent premium over prevailing world prices for crude. 

Mr. Jennings said the report ‘‘is generally correct as far as the black- 
listing of ships is concerned.” 

The blacklist is applied only to individual ships, not whole fleets; nor 
is it applied to the company as a company. He said they “have had 
tankers supplying Israel with oil, and ships that have been blacklisted 
can continue of course to go into Israel. They cannot load a cargo at 
an Arab port. They have to load a cargo from some port that is not 
Arab.” 

They took up this matter with the State Department when it began 
“6 or 8 years ago.” As far as he knows nothing was done, although 
State ‘‘was not happy about it.” 
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The reason Israel has to pay the 45-percent premium is because Egypt 
will not let the ships navigate the Suez Canal so they must go around 
the Cape of Good Hope. Can make no suggestions in connection with 
this matter, but wishes someone would. 

Socony has picked up no new customers since the crisis arose, although 
they may have lost some. 

None of the transactions entered into under any MEEC schedules 
have involved shipping to independent refiners, with possibly one 
exception. They only take care of their own requirements. 

Discussion on the West African replenishment plan. 

It is Mr. Jennings’ personal view that “in the not too distant future 
we will find it impossible to produce in this country as much oil as we 
want to consume,” and will find it necessary to rely more heavily on 
imports. Feels shale-oil development will receive more attention in 
the future. 

Agreed with the National Petroleum Council’s committee on shale oii 
policies report that the Government should discontinue its work in this 
field and leave it to the companies. Senator O’Mahoney pointed out, 
“The only development that has been done since the Bureau of Mines 
was called off has been done by one oil company, and that has been a very 
tiny experiment.”’ 

Socony increased its posted price for crude at Sidon in December. 

This price rise was an adjustment to increased shipping costs—‘‘it 
wasn’t based on these 250 percent premiums that were paid after the 
Suez crisis.” Would have had no bearing on the Ras Tanura price. 

The tanker rates of the other three companies owning an interest in 
Aramco would be about the same for the run from Ras Tanura to the 
eastern Mediterranean. The companies usually end up by posting the 
same price at the same time for the same auality of oil at a specific port. 

Discussed some of Socony Mobil’s subsidiaries. 

List of Socony Mobil subsidiaries and affiliates inserted at this point 
in the record. 

Fripay, Marca 22, 1957 


Statement of Lowell M. Glasco, vice president, West Coast Pipeline Co.; 
accompanied by William W. Studdert, president, Studdert Engineering 
Co., Midland, Tex., and H. Graham Morison, counsel 

Statement of identification. 

Mr. Glasco has advocated the construction of a pipeline from the 
Permian oil basin in west Texas and New Mexico to the Los Angeles 
area for almost 15 years. Thinks the pipeline ‘“‘would serve two essential 
purposes: 

“First, it would contribute to the national security by providing a 
strategic link in our oil-transportation system for use in time of emer- 
gency or war. 

“Second, it would strengthen our peacetime economy by providing 
an economical means of moving oil from the surplus producing areas of 
Texas to the deficit areas of the west coast.” 

They believe “the merits of the project are overwhelming. Never- 
theless, it has thus far been blocked and frustrated at every turn. 
The reason, we think, lies in the simple fact that it would be an independ- 
ent pipeline, not owned or controlled by the major oil companies.”’ 

Plans call for construction of a 3-inch line with capacity of 175,000 
barrels a day with an ultimate capacity, with more pumping stations, 
of 450,000 barrels a day. 

Members of the company were willing to put up more than $22 million 
for equity capital but when they tried to borrow the remainder of the 
cost they “‘were advised by private financial institutions that in order 
to obtain funds from them it would be necessary for us to get commit- 
ments from west coast refiners to take or purchase a minimum amount 
of oil at the terminus of the line to assure payment of the loan.’’ They 
contacted all the major oil companies on the west coast and most of 
the independent refiners. ‘‘Six of the seven major integrated companies 
flatly turned the company down, even though they were invited to 
participate in the project as stockholders.”’ 
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Some independents said they would take part of the oil if the line 
were built. However, ‘it became apparent that the only hope of build- 
ing this vital pipeline by anyone who was not a part of the oil monopoly 
was to obtain some form of Government assistance.’ Their attempts 
to get this assistance, provided for in the Defense Production Act, 
were coolly received by the Government. The House Armed Services 
Committee was favorably disposed toward the project, however. 

Mr. Glasco itemized reasons for building the pipeline. 

Although this pipeline ‘‘would be worth far more than its cost for 
national-defense purposes alone, we are not asking the Government to 
pay any part of the cost. All we are asking for is the guaranty of aloan 
for the funded part of the cost.’”’ Believes it is “bad grace’’ for the majors 
to “oppose this pipeline on the ground of Government subsidy. These 
are the same oil companies that are perfectly happy to have the United 
States paying out millions of dollars of subsidy in their behalf.’’ 

Iixpressed the opinion: “If the Government were to guarantee loans 
for the construction of tankers to move the same amount of oil from the 
gulf coast to California that will flow through this pipeline, the guaran- 
ties would have to be some 6 times as much as the one we are asking.”’ 


Statement of William W. Studdert, president, Studdert Engineering Co., 
Midland, Tex. 

Statement of identification. His naval service was in connection 
with supply logistics of the war in the Pacific. Believes “this proposed 
pipeline is essential for the defense of the United States.” 

Has no doubts about the availability of west Texas oil if it can be 
transported to the west coast. 

The Texas Co., one of the defendants in a monopoly suit in southern 
California, had told Mr. Burt E. Hull, chairman of the board of West 
Coast Pipeline, that his pension rights would be forfeited if he did not 
resign from the company. 

Of the approximately 200,000 barrels of oil a day that would be avail- 
able in west Texas if it could be transported to the west coast, about half 
belongs to independents and about half to the majors. 

Mr. Glasco said the Texas Railroad Commission would approve the 
removal of this oil if the pipeline facilities were available. 

Mr. Studdert pointed out that all of the military services have large 
facilities on the wesié coast that are dependent on oil, ‘‘and in time of war 
would require vast quantities more than in peacetime.’ California 
production is not equal to the demand. 

“There is no dependable meas for supplying the California deficit in 
the event of emergency. There is no crude-oil pipeline into California 
from any of the other oil-producing States. No foreign source could be 
counted upon that would require movement into California by ocean 
tankers; and all the foreign oil that comes into California comes by 
tanker.’’ This included Canadian oil. 

Emphasized the defense problem by stating that ‘'1 modern bomb could 
wipe out in the Los Angeles area alone over 700,000 barrels of refining 
‘apacity per day and almost 650,000 barrels of California oil production 
per day, along with whatever oil and oil products might be in storage 
there.”’ In the event such a thing happened, the proposed pipeline could 
be converted from the transportation of crude to products. 


Statement of H. Graham Morison, counsel, West Coast Pipeline Co. 

Statement of introduction. Formerly Assistant Attorney General in 
charge of the Antitrust Division. 

‘‘We believe the facts in this case demonstrate that a threat to our 
national security has been created by the most powerful and ruthless 
monopoly in the United States and in the world—the oil monopoly. 
They also demonstrate, once again, how this monopoly pre vents a free 
market in a commodity which is basie to our whole economy.’ 

Believes the relationship of the pipeline problem “‘is basic to the inquiry 
which the subcommittee has undertaken, which is a problem of the 
movement of oil to places of great demand, of making it available, and 

the effect which monopoly in the oil industry and all modes of trans- 
portation has on national and even international policy.” 
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Outlined some of the efforts made by the United States Government, 
“under its antitrust laws, to break the monopolistic hold of the giant 
oil companies from the petroleum industry.” 

Ta’ le showing dollar value of rapid tax-amortization certificates of 
ne*essity granted major west coast oil companies and subsidiaries 1951—56 
by the Office of Defense Mobilization, inserted at this point in the record. 

Although there are no sizable independent pipeline companies, the 
majors controlling almost 100 percent of the pipelines, Mr. Morison 
knows of no antitrust suits that have been brought in this field. Majors 
have been reluctant to use these pipelines to transport independents’ 
crude. The pipelines are not ‘‘free avenues of transportation.” 

The Federal Trade Commission report, The International Petroleum 
Cartel, contained the following: “It is noteworthy too that all of the 
important pipelines outside of the United States are owned by the same 
seven oil companies.” 

Mr. Morison said that control of oil transportation ‘‘is one of the 
elemental bases of the oil monopoly.’’ Went into the efforts made by 
the majors to block their building of a pipeline to the west coast. 

Mem*ership of the Military Petroleum Advisory Board as of April 15, 
1955, inserted at this point in the re:ord. 

Mr. Morison said this list had not heen made public prior to this 
time. ‘‘There are five west coast majors that are defendants in the 
antitrust suit with vice presidents or chief executive officers who are 
serving on this Military Petroleum Advisory Board.” 

Some of these governmental advisory groups composed of people from 
the oil industry have been greatly criticized for their discriminatory 
actions. 

The record of the House Antitrust Subcommittee (1955) ‘“‘makes it 
clear beyond any shadow of dou \t that the Government of the United 
States, from 1917 to this day in times of war, national emergency, and 
even in times of peace, has found it impossible to make independent 
decisions in the pu li: interest with reference to oil. Instead, decisions 
have been made for the Government by the very industry presumed to 
be regulated.” 

Mr. Morison listed his reasons for believing ‘‘the west coast oil 
monopoly has fought our proposed pipelines every inch of the way.’ 
They want to retain dor ination of the industry and make high profits. 

Suggested to the committee “that it reeommend legislation prohibiting 
ownership of pipelines by oil producers and refiners where such ownership 
is inconsistent with or tends to limit free competition in the transporta- 
tion of oil by pipelines.” 

Section 7 of the Clayton Act is inadequate to handle this problem— 
specific legislation is necessary. “It is true that the Government in an 
antitrust suit can seek divestiture of pipelines, but very few cases present 
that opportunity and such cases take vears to try.” 

Although the oil companies are subject to the jurisdiction of the 
Interstate Commerce Commission, as far as he knows it has never 
“raised its finger or inquired or done anything about the transportation 
of oil by pipelines.” 

Senator O’ Mahoney said: ‘For myself, I believe it is clearly proven 
by the evidence that we have had at this hearing that a corporation, 
like the Texas Co., or the Standard of California, or the Standard of 
New Jersey, which operates upon a worldwide scale, with hundreds of 
affiliated and subsidiary corporations, with partnerships with other 
governments, and part ownership with corporations chartered by other 
governr ents, is not properly an agency to carry on the sale of gasoline 
to the consumer who drives to a filling station in an automobile.” 

Mr Morison asked that the Congress acquaint itself with the necessity 
for constructing the pipeline and calling it to the attention of the appro- 
priate officials so that a certificate of essentiality might be issued to them. 

A series of letters and statements inserted at this point in the record. 
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EMERGENCY OIL LIFT PROGRAM AND RELATED OIL 
PROBLEMS 


WEDNESDAY, FEBRUARY 27, 1957 


Unirtep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY, AND 
SuBcoMMITTEE ON Pusiic LANDs OF THE 
ComMITTEE ON INTERIOR AND INsvuLAR AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 9:40 a. m., in room 224, 
Senate Office Building, Senator Joseph C. O'Mahoney presiding. 

Present: Senators Kefauver (chairman) and O’Mahoney (presid- 
ing) of the Subcommittee on Antitrust and Monopoly of the Commit- 
tee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), Barrett, and Carroll, of the Subcommittee on Public Lands 
of the Committee on Interior and Insular Affairs. 

Also present : Senators Robert S. Kerr and A. S. Mike Monroney, of 
Oklahoma. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth M. Neville, assistant counsel, Antitrust ; 
W. B. Watson Snyder, consultant, Antitrust ; Peter Chumbris, counsel 
for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley ; Louis Rosenman, attorney, Antitrust ; Paul Banner, economist; 
Antitrust. 

Senator Krerauver. The committee is delighted to have the distin- 
guished Senators from Oklahoma, Senator Kerr and Senator Mon- 
roney, here to make a statement to the committee. 

We will be glad to hear from you now, Senator Kerr. 


STATEMENT OF HON. ROBERT S. KERR, UNITED STATES SENATOR 
FROM THE STATE OF OKLAHOMA 


Senator Kerr. Thank you very much, Mr. Chairman. I would like 
the record to show that the Oklahoma congressional delegation, in- 
cluding myself, support the position taken by Mr. Delaney today, and 
Mr. Paul Schultz, tomorrow. 

Mr. Delaney is one of Oklahoma’s outstanding independent oil pro- 
ducers and has been for over a quarter of a century, and he knows 
the details of the problems of an independent oil producer and of the 
environment which must prevail, in order for that great industry to 
be able to render its necessary service toward the security and survival 
of our country. 
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While I have a committee meeting that I must attend, where I am 
helping conduct some hearings, I wanted the record to show my posi- 
tion in support of Mr. Delaney today, and Mr. Schultz tomorrow. 

Senator cv apeectng Senator Kerr, the committee is honored to have 

ou come down and make this statement, and to introduce Mr. Delaney. 
know that Mr. Delaney is flattered to have his position approved by 
ou. 
. Senator Kerr. Not at all. He is probably as well able to speak for 
himself as any man in Oklahoma. And while he and I find ourselves 
in disagreement on some matters, we are in complete agreement on this 
one. 

Senator Kerauver. Thank you very much, Senator. 

Mr. Detaney. Thank you, Bob. 

Senator Krrauver. Senator Monroney, we will be glad to hear from 
you. 


STATEMENT OF HON. A. S. MIKE MONRONEY, UNITED STATES 
SENATOR FROM THE STATE OF OKLAHOMA 


Senator Monroney. First, I want to thank this committee for the 
searching inquiry that they are making not only into the effect of 
imported crude oil on the American market but also on the difficulties 
of the independent petroleum producer in competing with foreign 
oil, and in their willingness to invite the leaders of our independent 
oil industry here, to hear their experience and to document their case 
of higher costs of production that have been occasioned by the general 
inflationary trend in almost everything that goes into the oil produc- 
tion field. 

We especially are glad to have Mr. Delaney here, who is one of the 
outstanding independent oilmen of Oklahoma, not only in the fresh 
production field but also in the very important area where secondary 
recovery means the gain of millions of barrels of oil that would other- 
wise be irretrievably lost were it not for the extensive efforts that are 
made to scrape the bottom of the oil barrel to prevent this loss forever 
of this marginal supply of oil, that without an adequate price and 
without an adequate market for this oil the country would be in great 
need. 

We are delighted to be able to be here with Mr. Delaney, and with 
the president of the Independent Petroleum Association, Mr. Paul 
Schultz, who will testify tomorrow. 

Senator Kreravuver. Senator Monroney, we appreciate your interest 
in coming and making this statement, and in introducing Mr. Delaney 
and Mr. Schultz, who will testify tomorrow. We would be glad to 
have you stay and participate in the hearing as long as you can. 

Senator Monroney. I will have to go to another meeting at 10, but 
I will be here. 

Senator Kerauver. Mr. Delaney, you come with very high recom- 
mendations as to your knowledge of the problem of independents, with 
the approval of two very able and conscientious United States Senators 
who represent the people of your State. 

Weare glad to have you here, and we will be glad to have your views. 

Mr. Detanry. Thank you, Senator Kefauver. 
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STATEMENT OF W. A. DELANEY, JR., ADA, OKLA. 


Mr. Deanery. I wish it were possible that I could live up to the 
nice things that Senator Kerr and Senator Monroney have so gra- 
ciously said, but I am afraid I shall fall short of that effort. 

My name is W. A. Delaney, Jr. I reside at Ada, Okla. I am an 
independent producer of oil and gas. Professionally, I am a lawyer, 
having been admitted to practice in Oklahoma in 1914. My first con- 
nection with the petroleum industry began in 1913 when I assisted in 
assembling a block of acreage and in the promotion of the drilling of 
a wildcat well thereon. 

(Senator O’Mahoney entered the hearing room.) 

Senator Krravver. I took the liberty of getting started because 
Senator Kerr had to go to another meeting. 

Senator O’Manonry (presiding). I am glad you did. 

Mr. Deanery. I had just commenced on my statement, and I will 
begin at the beginning. 

My name is W. A. Delaney, Jr. I reside at Ada, Okla. I am an 
independent producer of oil and gas. Professionally, I am a lawyer, 
having been admitted to practice in Oklahoma in 1914. My first con- 
nection with the petroleum industry began in 1913 when I assisted 
in assembling a block of acreage and in the promotion of the drilling 
of a wildcat well thereon. Since that time my professional and busi- 
ness experience has been largely devoted to the petroleum industry. 
I have had actual experience in most phases of the industry. 

In the early ’teen years I began the study of petroleum geology, 
first as a hobby, and later as an adjunct to my own business. T have 
had a very considerable experience in explor atory oil operations as 
well as in the development and operation of producing oil and gas 
properties. 

This experience includes participation in wells ranging in depth 
from 400 feet to more than 14,000 feet located in the States of Okla- 
homa, Kansas, Illinois, Texas, Louisiana, Arkansas, New Mexico, 
and Wyoming. 

When still active in the practice of law, the representation of clients 
made it necessary that I familiarize myself with the operation and 
management of a refinery which I did through a period of nearly 6 
years. It has been my endeavor to keep myself informed concerning 
the economics of the petroleum industry through the years in order 
that our own operations might be planned to fit changing conditions. 
My experience also includes the gathering, transportation, and sale of 
natural gas for ultimate public consumption in both interstate and 
intrastate commerce. 

Senator O’Manonry. Mr. Delaney, I notice you used the personal 
pronoun throughout and made no mention of any corporation. You 
do not operate as a corporation; do you? 

Mr. Detaney. No, sir; except in the natural-gas utilities field. I 
there have the Louisiana & Nevada Transit Co., of which I am presi- 
dent. But all oil operation is carried on as an individual or in asso- 
ciation with other individuals of companies. 

Senator O’Manoney. You have no affiliates or subsidiaries ? 

Mr. Detaney. No, sir. I have had an active interest in the conser- 
vation of the oil and gas resources in Oklahoma and other States 
where we have interests, and served as chairman of the committee 
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which wrote the rules and regulations of the Corporation Commission 
of Oklahoma, presently in force, governing the conservation, produc- 
tion, transportation, and marketing of oil and gas in that State. It 
so happens that I secured the first well-spacing order ever issued by 
a regulatory authority for the purpose of planned, orderly develop- 
ment of an oilfield. 

I might add there that I also secured the first contested certificate 
of public convenience and necessity of the public power commission 
covering operations in the natural-gas field. 

In appearing before you, I represent no group or trade association 
of any character, but speak only as an individual, somewhat typical 
of thousands of small independent oil operators who make up that 
segment of the petroleum industry. 

The seizure of the Suez Canal and its subsequent closure by military 
action, together with sabotage of pipelines in Syria, has created a 
condition without parallel in the oil industry. Suddenly, the Western 
Hemisphere was called upon to replace practically all of the oil 
previously available to Western Europe from the great Middle East- 
ern fields. On the whole, the industry has performed quite well in 
picking up the tremendous burden placed upon it by this unpre- 
cedented demand. 

For a long period of time previous to our involvement in World 
War IT. oil producers of America were supplying large amounts of 
crude oil and petroleum products to the Allied Powers and when the 
attack at Pearl Harbor took us into war, the industry was some- 
what geared to the terrific demands war made upon it. How well it 
performed in that crisis is history. The next military involvement 
of this Nation may well come upon it with as little warning as did 
the invasion of the Suez Canal area. 

I wish I could share the optimism of Mr. Frank M. Porter, presi- 
dent of the American Petroleum Institute, who, according to press 
reports, made the statement that the oil crisis in Western Europe was 
practically at an end. 

I do not believe that the world will be free from the existing crisis, 
or its probable renewal, until such time as we know beyond peradven- 
ture that the Western Hemisphere can supply the energy and lubri- 
cation needs of the free world, which are supplied by petroleum. 

I do not believe that we will enjoy military security until we have 
available for immediate use in continental United States and Canada 
a sufficient volume of crude oil for our necessary requirements. 

To that end, in my opinion, it is time to take inventory and deter- 
mine whether or not we have such quantities of petroleum immedi- 
ately available and immediately deliverable in our own country. 

I would agree with Mr. Porter that the domestic industry has per- 
formed creditably since the Suez Canal was closed. Oil production in 
the United States has increased from roughly 7 million barrels per 
day, as at October 1, 1956, to approximately 7,420,000 barrels per day 
at the end of the first week in February 1957. This increase of about 
420,000 barrels per day speaks exceptionally well for the productive 
capacity of wells in southern Louisiana and the gulf coast of Texas 
from which a large percentage of this increase comes, because of its 
availability. 
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The inability to produce more oil in the United States stems from 
both its unavailability and from what may have been an overoptimistic 
appraisal of the productive capacity of the industry. 

No lesser an authority than Mr. Rathbone, president of the Stand- 
ard Oil Company of New Jersey, was recently quoted in the press as 
estimating the reserve productive capacity of wells in the United 
States as somewhat in the order of 114 million barrels per day in excess 
of the then current production. 

Certainly, Mr. Rathbone has access to statistical information as re- 
liable and far reaching as there is in existence. But a prognosis based 
upon the most accurate statistics is not always reliable. At any rate, 
we have fallen far short of our estimated productive capacity in the 
past 8 months and I believe unavailability due to lack of transporta- 
tion facilities is largely to blame. 

The reserves of west Texas and New Mexico, in large part, might 
just as well be located in Ivan as far as their availability at needed 
points of delivery is concerned. We have no pipeline facilities for 
the transportation of crude oil from the Southwest or midcontinent 
areas to the west coast, and none in contemplation that I know any- 
thing about, except a line from the four corners area in the Rocky 
Mountain region which will have an initial capacity of 60,000 barrels 
per day. Part of Oklahoma’s crude oil is moving by pipeline to Wood 
River, I1l., and thence by Mississippi barges to the gulf coast. 

We have relied upon increasing amounts of foreign oil imported 
into this country to such an extent that our transportation system is 
fast becoming insufficient to meet our domestic requirements, much 
less a situation like that which presently confronts the industry. 

Mr. McHuen. Mr. Delaney, are the major pipelines which are 
servicing the major producers in Oklahoma controlled by the major 
oil companies ¢ 

Mr. Detanry. Yes, they are. And there is a reason why: Nobody 
else can build an oil pipeline. 

Now, you have seen in the last 10 or 15 years a tremendous increase 
in the construction of natural gas pipeline facilities and the organiza- 
tion of new companies for the purpose of transporting natural gas. 
Now, the reason why a group of independents cannot get together and 
build an oil pipeline is that they lack terminal markets. 

You have to have somebody to sell your oil to the day that it gets to 
the place that you deliver it. Now, the terminal markets are con- 
trolled largely by the major oil companies. 

Mr. McHven. The terminal markets would be refineries? 

Mr. Deanery. That is correct. And the people that supply those 
markets with foreign crude are thereby able to depress and restrain 
the construction of pipeline transportation facilities by people who 
do not own large segments of terminal markets. 

Now, with natural gas, a different situation exists. 

Mr. McHuen. Excuse me. You are saying that they have sup- 
pressed the development of the pipelines just because of the fact that 
they control the terminal facilities. That is the essential reason why ? 

Mr. Deanery. That is. I do not mean there has been a conspiracy 
and they get together and say, “We will not let Bill Jones build a 
pipeline.” I mean, that the fact that he does not have terminal con- 
tracts that will take his oil as it is delivered from day to day by large 
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consumers makes it impossible for him to finance the construction of a 
pipeline. And it matters not how the thing is arrived at, the net result 
isthe same. They are just not built. 

Mr. McHveu. You do not have that situation with reference to the 
distribution of natural gas? 

Mr. Devaney. No, because you can go out there and create your 
market. I have done that, I have got an interstate natural gas pipe- 
line, and we created a market for the gas that we are selling. But, 
now, to build an oil pipeline in that same area, I could not do it. 

Senator Keravuver. Mr. Delaney, isn’t it also true that the big oil 
companies are reluctant to put through agreements with any pipeline 
except those that are controlled and financed by them ? 

Mr. Detanry. Senator, now I do not have personal knowledge be- 
cause I have never attempted to negotiate a contract, but I do know 
this, that when you seek to put crude in a common carrier pipeline, 
that you have to have somebody to deliver it to at the end of the line 
and your crude oil must meet the quality standards that are set up 
by the transporting company. But I have never personally at- 
tempted to sell oil to a major purchaser at a pipeline iteny point. 

Senator Kerauver. I remember a case where some independent 
tried to work out a pipeline deal from up in North Dakota, and 
that field up there, down to Denver, Colo. He had a great deal of 
trouble because, while the companies, Shell and others, would put 
through agreements if the line was to be financed by them, they 
would not give the independent any satisfaction in that connection. 

Mr. Devaney. Well, that might well be true. Now I know that 
the lines are just not built. Now, the exact reason, I cannot put my 
finger on. Of course, I have my own belief about it. 

Senator Keravuver. Thank you, sir. 

Mr. Detaney. It is of interest to note that as imports increase, 
domestic reserves have not kept pace with consumptive demand. 
According to the report compiled by the petroleum department of 
Chase Manhattan Bank, under the supervision of Messrs. Frederick 
G. Coqueron and Joseph E. Pogue, imports of crude oil and petro- 
leum products into the United States during the year 1953 were 
952,000 barrels per day. During the year 1955 the average daily 
figure was 1,248,000 barrels per day, and at the peak of 1956 I estimate 
the figure slightly more than 1,500,000 barrels daily. 

The estimated proved reserves of crude oil in the United States 
showed a net increase from 27,960,554,000 barrels December 31, 1952, 
to 28,944,828,000 barrels on December 31, 1953. This is an apprecia- 
tion of 984,274,000 barrels of reserve oil after taking into considera- 
tion the oil produced during the interim which was 2,311,866,000 
barrels during 1953. 

On the other hand, the proved reserves as of December 31, 1954, 
amounted to 29,560,746,000 barrels and 1 year later amounted to 30,- 
012,170,000 barrels on December 31, 1955, an appreciation of only 
451,424,000 barrels after considering produced oil of 2,419,300,000 
barrels during the year. 

These figures come from the Petroleum Facts and Figures, 11th 
and 12th editions, compiled by American Petroleum Institute. 

And there is a deficit in appreciable reserves of approximately a 
half billion barrels of oil. 
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Senator Carroti. Mr. Delaney, the other morning we had some 
testimony from Senator Smith of Maine. Her emphasis seemed to 
be a criticism of the domestic producers seeking to hold down the 
import of oil and, therefore, increasing the price of fuel oil to the 
New England States. Are you familiar with the pricing arrange- 
ment of the so-called gulf price and the New York price? 

Mr. Devaney. Yes, sir; I have some knowledge of that. 

Senator Carrotn. I wonder if you would be good enough to help 
me out? I do not know much about it, but let us assume that oil 
moves from the gulf to New York. There is a posted price set in 
the gulf; is there not? 

Mr. Detaney. Yes, sir; there is a posted price for oil produced in 
the gulf coast area. Now, that is a different number from the gulf 
coast basing price which is used to more or less fit the world price 
of oil. Those are two different things. 

Senator Carroiu. Let’s see if we can fix this price because I am 
coming back to Senator Smith’s discussion of domestic oil. 

Mr. Deanery. Yes, sir. 

Senator Carroiy. If a gulf price is posted, we will say, at $3.07, 
what would be the price of oil being shipped to New York? Do they 
add the transportation cost to that 

Mr. Devaney. Oh, indeed, yes. Now, I can give you some actual 
figures on the cost of delivering oil from Netherlands West Indies 
points, which would cover Venezuelan crude. 

Senator Carrotu. I am coming to that, but I wanted to know about 
the gulf domestic oil being shipped to New York. 

Mr. Deanery. I do not have the dollar cost from tanker delivery 
from Houston to New York, but it is added to the delivered price. 
That is part of the segment of the cost of oil in New York Harbor. 

Senator CarrotL. You add the tanker price to the posted price? 

Mr. Devaney. Correct. 

Senator Carrouu. Let’s assume there is oil shipped in from the 
Middle East, for example. What is the pricing technique of oil 
moving from the Middle East to New York? 

Mr. DetaNnry. Now, that comes within a field that is not within 
my personal knowledge. I did have occasion to read the report of the 
Economic Council for Europe, a subcommittee of the Economic Coun- 
cil for Europe. That was a report to the United Nations in which a 
world price for oil was sought to be established. And, from reading 
that report, the world price is based upon the gulf-coast basing-point 
price, so that the price for Middle Eastern oil in world markets is 
not necessarily reflected in its cost of production plus cost of trans- 
portation, but that is based on the gulf-coast cost of oil—the way it is 
kept on approximate parity with it. 

Senator Carrot. Let’s put it on a different basis to see if I can 
interpret your statement. The cost of producing oil in the Middle 
East, of course, is much lower than the cost of producing it in the 
United States ? 

Mr. Detanry. Very much less. I cover that in my statement. 

Senator Carrot. But, as a result of this world pricing system, 
based upon the gulf price, the cost to the consumer in New York would 
be substantially the same as the oil shipped from Houston, would 
you say? Are you familiar with that? 
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Mr. Devaney. I do not believe it would be quite as much. I think 
there would be a little bit of price differential favorable to Middle 
Eastern oil. 

Now, that is not in exact number, Senator. They do not say the 
gulf-coast price is $3 and therefore the price in Paris or in London or 
in New York is based upon $3. But, for practical purposes, it falls 
inthesame category. There is a little bit of deviation. 

But my opinion is that oil of Middle Eastern origin, which is wholly 
owned and transported in a wholly owned tanker into New York 
Harbor, can be delivered there for less than oil of like grade and 
quality that is produced in the Texas gulf coast for which the Ameri- 
can wages are paid for labor and American material and supply costs 
are applicable. 

I think there is a distinct advantage in the Middle Eastern setup. 

Senator Carrot. The reason I ask this question, Mr. Delaney, is I 
have been led to believe whether oil is shipped- from the gulf to New 
York, or from the Middle East to New York, that, because of this 
pricing mechanism, it really made no difference to the consumer 
whether the oi] came from the Middle East or whether it came from 
the gulf, the price would be about the same in New York. You do not 
agree with that? 

Mr. Deanery. No; I do not. Now, I will tell you why. I do not 
think it has a great deal to do with the price charged the consumer in 
New York forthis reason. Now, the petroleum industry in the United 
States is a little bit like a fellow who has both hands and one arm tied 
and he can wiggle the other arm. 

Now, every step in the producing of oil in those States which have 
State regulations, from the time you file your notice of intention to 
drill a well until the time you open the gage cock on the leased tank 
to deliver the oil to the pipeline company, is a regulated step, as I 
point out further in my statement. 

Now, once the oil goes into commerce, it becomes an ordinary article 
of commerce. Now, since we regulate the amount of oil that can be 
produced, legitimately, to the vastly greater extent, and to satisfy 
what is called market Cemand to a much lesser extent, our oil is pro- 
duced in smaller quantities per well in Oklahoma than, for instance, 
in the State of Illinois or the State of Wyoming, where there is no 
restriction on the amount of oil that can be sold. 

Now, if we create a scarcity of a product that is in common daily 
demand, such as oil, through the restriction of market demand, that 
will have the effect to maintain a price level in our country. 

Now, so long as Middle Eastern oil can be delivered, or Venezuelan 
oil can be delivered, at a substantially lower net cost to the company 
that owns it, why, it is highly profitable for them to bring it in here. 
But the difference, in my opinion, is not in anywise reflected in con- 
sumer cost because the gallon of gasoline that is refined from a barrel 
of Texas crude or a barrel of Oklahoma crude or a barrel of Wyoming 
crude in New York sells for identically the same price as if it had been 

, refined from a barrel of Venezuelan crude, Sumatran crude, or crude 
from the Middle East. 

Senator Carrotu. That is the point I was trying to make. The 
impression, evidently, that Senator Smith had was that the domestic 
oil producers, by virtue of this fight to exclude the import of oil, were 
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responsible for the increase in fuel oil price in the New England States. 
It was my understanding, as you have explained it, that that is not 

Mr. Deanery. That is the first impression that anybody will get. 
But, if I may, I will go ahead and finish. 

Senator Carro.u. Go right ahead. Please do. 

Mr. Devanry. Now we will take the example of Venezuelan crude, 
which I treat further in my statement. It had a price in August of 
1956 of X cents a barrel. Cumarebo crude for Tucupido, delivered in 
August, was selling for 35 cents a barrel less than it was in January. 
It is selling for $3.75 a barrel, f. o. b. Tucupido. Now, that is higher 
than any oil that is sold in continental United States except oil of 
Pennsylvania grade, and there is only a negligible number of barrels 
of Pennsylvania grade oil produced in the country. It has a special 
lubricating value. 

All right, now. 

The tanker cost in August of delivering a long ton of Cumarebo 
crude in New York was $3.64, in August 1956. And, January 14, 1957, 
that tanker tonnage cost had gone to $7.81 a long ton. There is a 
difference between 48 cents a barrel in August to $1.04 in January. 

Now, the refinery realization, and that is the price that the refiner 
receives in the New York district for his products, when he sells them 
wholesale, is actually, or was actually less than $4.79 a barrel. I do 
not think that there has been that refinery realization of that much 
in New York in the past several months. I think it is more in the order 
of $4.36 or $4.46. 

But, if I may use a trite illustration, these international companies 
are somewhat in the shape of the farmer that makes up, for what he 
loses on the turnips, on the greens. So their profit margin can be 
maintained at exceedingly high levels, as you will find from the state- 
ments that are further in the statement here. 

The earnings, for instance, of the New Jersey company are very 
largely in the foreign fields. That is also true of Socony-Vacuum and 
some of the others that I point out. 

It does not make any difference whether their profit arises from the 
production of oil at a high price in Venezuela or from the transpor- 
tation of oil at a high price in tankers of Liberian and Panamanian 
registry. Even though the refinery has a lesser profit in New York 
from the refining of that crude, still, the overall picture is the same 
because they have the hog and the tail and the squeal. 

Senator Carrotu. Do not let me interfere with your statement. 

Mr. Deanery. I am very happy to do that, and just feel free to 
interrupt on any point. 

I would like to discuss the reserve situation in Oklahoma, where I 
am more familiar with conditions than elsewhere, and point out, if 
I can, some of the reasons why we are living off the fat of previously 
accumulated reserves. 

December 31, 1952, Oklahoma had proved reserves of crude oil of 
1,557,620,000 barrels. December 31, 1953, her proved reserves were 
1,752,228,000 barrels after a production during the year 1953 of 199,- 
682,000 barrels, leaving a net appreciation in reserves of 194,608,000 
barrels. December 31, 1954, Oklahoma had proved reserves of crude 
oil of 1,955,348,000 barrels and, after producing 200,799,000 barrels 
during 1955—only 1,117,000 barrels more than in 1953—the reserves in 
Oklahoma amounted to 2,016,045,000 barrels, and our net apprecia- 
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tion in reserve oil was only 60,697,000 barrels over the beginning of 
the period. 

any States, notably Texas and California, had large deficits in 
reserves. ‘They produced much more oil in 1955 than the new reserves 
found in those States in that year (API data). 

In Oklahoma, for the purpose of distributing allowable production 
to meet the market demand for oil, the Corporation Commission of 
Oklahoma has wisely divided the pools into two categories. One of 
these is designated as “allocated” and the other “unallocated.” 

The allocated classification was originally created for the purpose 
of adequately policing newly discovered fields and pools and to pro- 
vide pool rules looking to the protection of correlative rights, the 
conservation of reservoir energy, and the prevention of waste in those 
areas. 

This classification including, as it does, the newer and more impor- 
tant pools in Oklahoma, quite naturally includes practically all of the 
deeper production, and by reason of these facts is the classification 
in which the larger integrated companies have most of their interest. 

I would estimate that there are approximately 7,500 wells in the 
allocated classification in Oklahoma. 

The unallocated classification includes all other sources of crude oil 
in the State, including those pools which are carrying out secondary 
recovery operations by water flood. In this category I am of the 
opinion there are some sixty to sixty-five thousand w ells. 

After a pool reaches the stage where its production must be lifted 
by artificial energy, it is not necessary that it be subjected to the 
same strict control nec essary in pools w vhich still retain a major por- 
tion of their natural reservoir energy. 

Consequently, the unallocated classification in Oklahoma contains 
most of the great old pools in our State, such as Glenn Pool, Cushing, 
the Seminole District, and the Osage, and by far the largest area of 
oil-productive land. 

It is in these areas that most of Oklahoma’s reserve oil is to be 
found through extensions, deeper drilling, reworking wells to obtain 
production from shallower beds, which were passed up in deeper 
drilling, the application of new recovery techniques and secondary 
recovery operations by water flooding. It is in these areas that Okla- 
homa’s independent oil producers are most active. 

In 1953 the allowable production for wells in the unallocated classi- 
fication ranged from 60 to 75 barrels per well per day on a lease basis 
for most of the year. 

In the early fall of 1953 a concerted drive was made by the pur- 
chasing companies, and particularly by the large integrated com- 
panies, to shift the allowable production from the unallocated classi- 
fication to the allocated classification and to generally restrict the 
allowable production in Oklahoma because, as they alleged, there was 
too much oil and products in above-ground storage and ‘for the reason 
that the unallocated classification received the benefit of too much of 
Oklahoma’s market. 

They urged upon the corporation commission that great. economic 
waste was resulting from too much oil in above-ground storage. Let 
me point out, if I may, that the term “economic waste” came into use 
in the oil industry, not as a means of restricting the production of oil, 
but as a means of encouraging its production. 
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All oilfields do not have reservoirs of equal porosity and permea- 
bility, neither are they endowed with equal reserves of oil. In some 
areas, 1 well to a geographic subdivision of 10 acres can well be 
justified ; and in other areas, because of the fact that a lesser amount 
of oil exists in the reservoir, wells drilled on a 10-acre pattern could 
not be justified because they would not return the necessary capital 
investment involved in their development and the expense of pro- 
ducing the reservoir content. 

Consequently, the leaner reserves could not be developed, and to 
prevent the “economic waste” occasioned by leaving these sources of 
supply undevloped, well spacing laws were enacted allowing regu- 
laritory authorities to fix a spacing pattern for development that 
would be economically feasible. 

The fight to restrict allowable production in the unallocated pools 
of Oklahoma has been waged without let or diminution since the 
autumn of 1953 and at times during 1954 and 1955 the maximum 
allowable production permitted to wells falling in this category has 
been as low as 15 barrels per day. As this statement is being pre- 
sented, the allowable for unallocated wells in Oklahoma is 28 barrels 
per day. 

Among other conservation measures—inded the earliest statute on 
our books in this field, had to do with the ratable purchase of oil. 
The legislature in 1909 passed what is known as the “common pur- 
chaser” law. In mid-summer 1956, because of discriminatory condi- 
tions resulting from the failure of some common purchasers to take 
the full allowable of lawfully produced oil which the corporation 
commission found was necessary to supply existing market demand, 
it incorporated in its order a specific provision requiring all common 
purchasers of crude oil in Oklahoma to take the full allowable 
production. 

To make that order effective insofar as it affected Gulf Oil Corp., 
Gulf was required to purchase from its direct leasehold connections 
in Oklahoma 25,000 barrels per day. 

Now, for the purpose of gravity, I am going to point out that Gulf 
went into the District Court of Oklahoma, Western District of Okla- 
homa, and sought injunctive relief against the enforcement of the 
corporation commission’s order, attacking the constitutionality of 
the order on the grounds that it constituted an unreasonable burden 
on interstate commerce. 

They there adduced as a witness Mr. Ralph O. Dietler, who is now 
an oil consultant and who formerly was chairman of the board of 
the Stanolind Oil Purchasing Co., which is the purchasing agency 
of the Standard Oil Company of Indiana, as far as the pure hase of 
crude oil is concerned in Oklahoma. Mr. Dietler served for many 
years as president and executive president of that organization, and 
is a man thoroughly experienced in market demand. 

He there testified that 5,500 barrels a day of additional oil from 
Oklahoma would constitute an unreasonable burden on interstate 
commerce, and at the same time said that the 175,000 barrels a day 
that Gulf Oil Corp. was then importing into this country did not 
act as a restraint upon the market conditions for domestic oil in the 
United States. 

I tender the record in that case, together with the decision of the 
three-judge court, to the committee. 
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(The material referred to may be found in the files of the sub- 
committee. ) ra, 

Senator O’Manoney. Was the court unanimous in the decision? 

Mr. Detanry. It was not. The court opinion was divided, and the 
majority of the opinions abstained. But in the application of the 
doctrine of abstention, they went further than simply saying that “We 
abstain because the plaintiff has not completely pursued his adminis- 
trative remedy.” Judge Wallace, who wrote the majority opinion of 
the court, pointed out that the lawful exercise of the police authority 
in that field was of such paramount importance to the economics of the 
State and it was not a question where Congress had acted to preempt 
the field, and therefore that they would be preempted to their remedy 
of appealing the corporation commission’s decision to the Supreme 
Court of Oklahoma, and from there, by writ of certiorari, to the 
Supreme Court of the United States. And the decision of the court 
was against the Gulf. 

Now, that action is pending on appeal in the Supreme Court of the 
United States at this time. If Gulf’s appeal is sustained in the Su- 
preme Court of the United States that is the end of State regulation of 
the petroleum industry because a vast amount of petroleum products 
move and are imbued with interstate commerce from every phase of 
operation. 

Senator O’Manoney. What would be the result of such a decision ? 

Mr. Deanery. It would result in chaos in the industry. 

Senator O’Manoney. I point out to you that years ago there was 
a general feeling among the large oil companies, and it was recom- 
mended, as I believe, to President Hoover by an oil expert who served 
with him during the war, that the reserves of the United States, par- 
ticularly in the public lands, should be kept undeveloped, and that 
the United States should use foreign oil rather than develop the 
domestic oil reserve. The result of that was, in any event, that the 
issuance of oil and gas permits under the Federal Leasing Act was 
stopped by President Hoover when he assumed the office of the presi- 
dency. Do you recall that? 

Mr. Devaney. I have a vague recollection of it, Senator. 

Now, I do not go with the proposition that the public land should 
be restricted from oil production. 

Senator O’Manoney. Well, neither do I, but that 

Mr. Detaney. But I do recall the incident that you refer to. 

Now, I do not have to tell you that the beaches from Key West 
to New York City were blackened with oil from tankers in submarine 
warfare during World War II. 

Senator O’Manonery. That is perfectly correct, but 

Mr. Detanry. And I do not have to tell you that the hunting 

ground was then restricted to the Atlantic and perhaps, not more than 
130 submarines could have been involved in it, if all the German sub- 
marines had been available for that purpose. 
_ Senator O’Manonry. But if the Gulf Oil Corp. should succeed in 
its contention that the State regulation by Oklahoma is a burden on 
interstate commerce, and therefore should be so ruled as illegal, the 
result would inevitably be that we would have no regulation on inter- 
state commerce unless Congress acts. 
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Mr. Deanery. They would be telling the Commission down there 
what they will do; they would be regulating the market for oil and 
not the Corporation Commission of Oklahoma. 

Senator ae There would be no Federal regulation, then, 
except that which is carried on under the Oil and Gas Leasing Act 
of the Federal Government ? 

Mr. De.anry. There would be no means by which the marketable 
oil in any State having regulations could be put into interstate com- 
merce against the will of the purchasing companies. 

Senator O’Manoney. Every State which has oil reserves would 
therefore be dependent upon the ruling of the major corporations 
engaged in foreign commerce unless Congress should act? 

Mr. De.aney. That would be true as far as the regulated States 
are concerned. Now, they would all find themselves much in the 
same category that your own State of Wyoming is in. 

Now, there, there is no State authority to say that you shall take 
so many barrels of oil a day, or that you shall produce so many 
barrels of oil a day 

Senator O’Manoney. That is right. 

Mr. De.anry (continuing). But the companies are able there to 
say with complete freedom, “We will take 30 barrels or 25 or 40 
barrels,” or whatever they wanted to buy from your property and 
at the same time can run their own wells wide open, as you well know 
they have done through many years in the past. 

I do not have to tell you how 

Senator O’Manoney. I want you to put it in the record. That is 
the point of my question. 

Mr. De.anry (continuing). How the other operators in Wyoming 
have in the past restricted production of other people’s property and 
how they have produced their own as they saw fit. 

Now, I think at this time, there is a more reasonable attitude on 
the part of purchasers in your State, and I think they are being much 
more fair now than they were in the early twenties. 

Senator O’Manoney. I think that is right, myself, but there is a 
situation 

Mr. De.anry. But this is a situation where it does depend on their 
desire in the matter. 

Senator O’Manonry. This is the situation which prompted me the 
other day to warn the major oil companies that unless they adopt a 
completely fair attitude toward the independent producer and the 
independent refiner, the call for Federal regulation much more rigid 
than, perhaps, might be necessary, would have to be met. 

Mr. Deanery. Senator, I would oppose with every ounce of ability 
that I have the establishment of any form of Federal control cast in 
the mold of such agencies as the Interstate Commerce Commission, 
the FCC, or Federal Power Commission. 

Senator O’Manonry. That might be, but that is not 

Mr. Detaney. For this reason, if I may point out: Those agencies, 
staffed as they are with able and conscientious men, are not able to give 
the protection to the people they were designed to protect for 2 or 3 
reasons. I will point them out to you. 
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No. 1—particularly in the field of independent oil producers—they 
have utterly no understanding of administrative procedure. They do 
not know of the relief that is available to them even when they are 
under the jurisdiction of an administrative agency, for example, the 
administration of the Natural Gas Act as it is presently g going on. 

In the second place, they are fearful to take a position before an ad- 
ministrative agency against one of these major companies because of 
fear of reprisals. I do not know why, it is open season on me. I have 
said what I thought from the time I was a knee-breeches kid, and I 
hope I will continue to do that until I die. But the aver age independent 
oil producer is afraid to take a position against an oil purchasing com- 
pany for fear that he won’t be able to continue to sell his oil. And they 
won’t pursue their administrative remedy before an agency of that 
sort. 

Now, if he does, he goes into court many times with a lawyer who is 
inexperienced in that field of endeavor. He is opposed by a company 
who has a staff of competent counsel, a staff of competent economic 
experts, a staff of competent engineers, and he gets his ears whipped 
down through the inability of those who represent him to properly 
present his case. 

Now, as far as the public is concerned, the problem of policing the 
oil industry with all its ramifications would make it utterly impossible, 
in my opinion, for any form of Federal regulation or control such as is 
applied by Interstate Commerce Commission to be effective. 

Senator O’Manonry. Well, now, let me make it clear—— 

Mr. Detanry. But I do think this, if I may finish. 

I do think that by strengthening, if necessary, the Sherman Act 
and seeing to it that prosecutions are vigorously concluded under it 
against those who endanger the n: ational sec urity of the Nation or 
restrain the commerce of the country through importation of oil or 
any other commodity over and beyond the point necessary to meet the 
normal requirements of the country where they act simultaneously, 
should be subjects for investigation. 

Senator O’Manoney. I think you are making a very wise suggestion. 
I am pointing out this other danger, however, because already a bill 
has been introduced to set up a petroleum commission which would 
provide the regulation which you fear would not be successful. 

So by raising the question here, I was not attempting to argue that 

case, but mer ely attempting to point out that powerful units ‘like the 
integrated oil companies—which you have so well described, which 
operate throughout the world, and therefore have the opportunity not 
only of bringing i in oil which they can produce at much lower cost than 
oil in their own fields in the United States, but who have the ability 
of setting off losses in one subsidiary by profits i in another with a great 
advantage as a result thereof over the independent—will be in danger 
of bringing upon themselves much more rigorous legislation than if 
they take an enlightened stand and do not attempt to run the whole 
industry themselves. 

Mr. Detaney. I would agree with that philosophy. 

Senator Carroiy. Mr. Delaney, may I see if I understand your 


point? The integrated companies have about 7,500 new wells in 
Oklahoma 
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Mr. Detanry. No, you did not get the thing, Senator. 

In the allocated pools where they principally have their interest, 
there are about 7,500 wells altogether. 

Senator CARROLL. And in the unallocated wells there are 60,000——— 

Mr. Detaney. From 60,000 to 65,000 wells. There are approxi- 
mately 70,000 wells in Oklahoma. 

I might point out, while you are right on that subject, the im- 
possibility that we face in competition. 

Now, in Kuwait there are 160 wells, approximately. They have 
an average daily production of 1,100,000 barrels a day. That is an 
average per well production of around 7,600 barrels. 

Now, recently you saw in the press where a wild well had been 
drilled in Iran, near Qum. That well flowed out of control for a 
good many days, 60 or 90 days. It produced a couple of million 
barrels of oil and flowed at rates estimated anywhere from 80,000 to as 
high as 200,000 barrels per day. 

In other wor ds, that one well was blowing into the air approxi- 
mately one-sixth of the maximum daily production of the entire 
State of Oklahoma. 

Senator O’MaAnoney. Mr. Delaney, may I interrupt? 

Off the record. 

(Discussion off the record.) 

(Senator O’Mahoney left the hearing room and Senator Carroll 
assumed the chair.) 

Mr. Devaney. Now in Oklahoma the average daily production per 
well, that is statewide, is about 9 barrels per day, and it takes an 
average of about 1 pumping to produce 6 wells. That is abcut the 
statew vide average. 

Well, now, in Oklahoma a pumper is responsible for the produe- 
tion of ‘approximately 54 barrels of oil a day. Now, his counterpart 
in Kuwait will be responsible for producing 46,500 Sein rels a day, as- 
suming that he can produce 6 wells, whic ch he can much easier in 
Kuwait than he can in Oklahoma because over there all he has to do 
is gage the tank. Down here he has to adjust the pumps and do some 
work. 

In Venezuela, I will venture the assertion that the average daily 
production of the wells is in the order of 150 barrels a day for every 
well in Venezuela. And assuming that the pumper down there can 
account for 6 wells, also, he w ould produce 900 barrels of oil in a day 
as compared with 54 in ‘Oklahoma. 

The cost of producing oil is related to the number of barrels of oil 
produced over the man-hours involved plus the cost of material and 
supplies that are required to furnish and service the well. So the 
number of barrels of oi] that the pumper puts in the tank in a day, the 
greater the number, the cheaper the cost of production. 

Senator Carro.tu. You were relating the issues in this case. If they 
should sustain their point, what would it do to the unallocated group 
which you mention here? I think you mentioned previously there is 
some discrimination 

Mr. Devaney. Well there is some discrimination. 
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Senator Carrotu. And then the State forced them to take—— 

Mr. Deanery. Now, that discrimination applied to allocated and 
unallocated. In other words, they did not predicate that on any 
amount of oil fixed by the corporation commission, they predicated 
it upon a percentage of oil that they purchased in some previous 
month. In other words, to use the aaa of May for an illustration, 
they agreed to take in June 75 percent of the oil that they took in May. 
And if Bill Jones is selling oil to Stanolind Oil, Stanolind Pipe Line 
Co., from a lease that is here, and Tom Smith is selling to Rock Island 
Refining Co., who has pipeline proration in effect, Jones, with his sale 
to Stanolind sells the full allowed production, and Smith, who has the 
Rock Island connection, sells 75 percent of the allowed production. 

So that discriminates against the correlative rights of Jones and 
Smith. Smith does not enjoy an equal market with Jones for his oil. 

And that has prevailed all over the State, and a number of companies 
put this thing into effect. Not now, of course, but that was last autumn. 

Senator Carrot. I was also interested in your comment about the 
independent producer who went in with his small lawyer—I say 
“small” in the sense, perhaps, he is inexperienced—and he is up against 
big money and some of the best brains in the country. They are a 
little bit apprehensive for fear of reprisal by waging the necessary 
fights against these major companies. 

Mr. Dexanery. Senator, I brought with me a document here that I 
am now going to tender to the committee. This is a certified copy of 
the appearance sheet at the market demand hearing held in Oklahoma 
City on December 27, 1956, for the purpose of fixing the allowable oil 
production for the month of January. 

And each person is shown and the company he represents and his 
place of residence. By looking over that statement, you can see the 
vast preponderance of company representatives as compared with inde- 
pendent producers. 

Senator Carroti. Without objection, it will be incorporated in the 
record at this point. 

(The appearance sheet referred to is as follows :) 
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Extract copy of appearance sheet, cause No. CD-89638, market demand hearing 
of Dec. 27, 1956, Oklahoma Corporation Commission, Oklahoma City, Okla. 





Name Representing— Address 





Ce TE TOON «. pn cin dann sinsuesen 
O. P. Nicola__- 
Fis WRG). casvetnvidesnnosdoueaeicies 


Oklahoma City. 
Bartlesville, Okla. 
Olahoma City. 


do 
Stanolind Oil & Gas Co 


NE Bc a hundenaapeeioniee Pt nna wancduewonsena Tulsa. 
ff = ee Sinclair Cruae i C6055... 5...k- Do. 
ee 6 RING. so cnntoceenenen swnebiel Cities Service Oil Co__-..----------- Oklahoma City. 
a ee: Shell Oil Co___--- Shamevadasscen) ale 
es amet! Seu. np dccdicans Sinclair Crude Oil Co_-.--------- --| Oklahoma City, Okla. 
rent A. WREKINS....~- cccese 00) SE UE wn cdiwcwedsnsasee Tulsa. 
James H. McGowan_.-...----------- PN ng dsc Sinks a connaeieabon Do. 
Fred A. Lichtenheld . _--......----- Cities Service Oil Co _--- Oklahoma City, Okla. 
I sai hip aparertseninwergaaictes a Commission of Okla- Do. 
oma 
GS Atlantic Refining Co_.-.-..--------- Tulsa, OFla. 
a AONE. ccbceskeeskscinnd Patch daduhadiesrieaan soak bae Fort Worth, Tex 
OO § a Se. said doo onan e eeaibeka aed Enid, Okla. 
ST I atc ninniarasmondtamessernit Skelly Mitesh Seco Te Tulsa. 
Sd NE: 2. doinatddgueeaushivd Stanolind Oil seeeine Nes Ses se Oklahoma City. 
aa ea Continental Oil Co_....-...-----.-.- Do. 
BEE MPUNET 0. oon ck cecedencekdecdseee hatch Pametcdabcink hs hia dublessvinkiand Do. 
SO aaa ee Shell Oil Co___----- 7 Tulsa. 
cpeeee ©. Martin. ...-..... cnnnene- Rock Island Oil & Refining Co | Dunean, Okla. 


R. E. Vipp 


ON GS) eer ere a 
Alfred O. Holl 


Cities Service Oil Co 


Oklahoma City. 
Bartlesville, Okla. 


wT CE... och nacbentkibabwaede ao.... BET Meer Do. 
J. M. Linehan Sines esaddudealh Gea Sunray MMRMlp. css ee Tulsa, Okla. 
7) . Sa. cceein oadnamen tae cemedon Do. 


Charles F. White......-.----.------- 
J. R. Lennib-__- 


Anderson-Prichard 
Magnolia Petroleum Co 


Oklahoma City. 
| Wichita Falls, Tex. 


SE MOEN: 2. bh osdcclawenctenpeelecaed MES) Un absb bib beadageeewsense | Dallas. 

I ies cndl aebeetic mth iataacdts hep dae ane ieaetetg heliga Pick Acie cunnonn Getogmyie a Do. 
ne a ee Hoenig, Inc__- gia ae Oklahoma City. 
Sa he Sohio Petroleum Co-_________-- za0 Do. 

Me TOUGROPOONG . .. 5 oo sinc ncen ance Continental Oil. ~--77"] Ponca City. 


James R. Marty 


H. G. Williams 
O, A. Witterman 
A.J. McCredie 
Pat Murta__- 
NT 
DEE i, SOTMIONE oc cceccunecuns 
Te eae 
R. S. Walker 
E. G. Dahlgren 


Amerada Petroleum Corp... 
Oil-Law Records... 
Rew Island Oil & Refrigeration Co- 


"‘Sizenaiin A ep Co... 
Winona Oil € 

Trice Production Co 
Self__ 

Ferguson Drillage Co. -.-.-.-------- 
Midwest Oi] Corp. -.......-.--- 


Seminole. 

| Oklahoma City. 

| Wichita, Kans. 
Do. 

Oklahoma City. 

Tulsa. 

Oklahoma City. 

Ardmore. 

Oklahoma’City. 

| Fort Worth, Tex. 


Consultant Oklahoma City. 


Ne | Oklahoma Independent Petroleum Do. 

| Association. 
I NO ke Amerada Petroleum Corp-_-.-.------ | Duncan. 
Ee: Anderson-Prichard_.._............._| Oklahoma City. 
Horace Quattlebaum._-______-- Carter Oil Be is eas Do. 
a eo) ea ae Do. 
meee 4). Saowerad............-..55.2- Warren Petroleum Corp.....------- Tulsa. 


W. M. Allen 
Re are 
Merton M. Bulla_....-....--.--.---- 
W. A. Delaney, Jr 


| Allied Materials Corp 
Superior Oi] Co. 
Oe ee eae 
PE csiidathinnnadnaiananwavennd 


| Oklahoma City. 
Chickasha, Okla, 
Oklahoma City. 
Ada, Okla. 








CERTIFICATE 
STATE OF OKLAHOMA, 
County of Oklahoma, 8s: 


I, Roy K. Kerbow, certified shorthand reporter within and for the State of 
Oklahoma, and duly appointed, qualified, and an Official court reporter for the 
Corporation Commission of the State of Oklahoma, hereby certify that the above 
and foregoing is a full, true, and complete list of persons signing the appearance 
sheet in the above entitled and numbered cause on the date hereinabove set out. 

In witness whereof, I have hereunto set my hand and seal as such certified 
shorthand reporter on this, the 21st day of February 1957. 

[SEAL] Roy K. Krerrow, 
Certified Shorthand Reporter. 


Senator Carrouu. If this is any source of satisfaction to you, not 


only are they conducting reprisals i in the oilfield, but evidently they 
have extended their oper rations in the political field, too, and have be- 
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come very active in politics. This is evidenced by the Gore report on 
campaign contributions. I think the point that Senator O'Mahoney 
made, that unless somewhere along the line they restrain the power ful 
influence which they have not only been using on the independent oil 
producers, but what they have been doing to the public interest, Con- 
gress may find some ways and means to curb them. Of course, that is 
the purpose of this hearing, to find out what is happening and what 
the Congress may be able to ‘do. 

Would you like to continue with your statement ? 

Mr. McHven. Senator, may I ask one question at this point? 

Senator Carro.u. Surely. 

Mr. McHueu. Mr. Delaney, I wonder if you would tell us what is 
the additional burden and cost to the independent producer when the 
common purchaser either refuses or declines to take your oil? 

Mr. Devaney. Well, this is a matter of common practice and it has 
been increasing since 1946, at the close of World War II. It used to 
be when you got a well within reasonable tributary distance of the 
pipeline, why, the pipeline facilities were extended to connect your 
well and nobody had any difficulty marketing oil, even back in the 
teen years when the Prairie Oil & Gas Co. bought practically all of the 
oil that was sold in Oklahoma. They would give you an outlet. 

In the years immediately following W orld War II, some of the 
purchasing companies—a man would get a well that was a little ways 
off from the pipeline system. At that time there was some shortage 
of tubular goods in the oil industry. So, Bill Jones would call up 
the purchasing company and say, “I have a well out here and want to 
sell my oil.” 

WwW ell, the purchasing company would tell him, “Well now, Bill, the 
pipe is ‘scarce so we will truck that oil until such time as we get some 
pipe or until we see that you have a reserve,” and they at that time 
paid the cost of trucking the oil. 

Mr. McHvuen. No charge at all to the independent producer for 
that trucking? 

Mr. Devaney. Not in the beginning; no. 

Along about 1949 somebody conceived the idea that they could pass 
that burden on to the producers. So you call up, then, and they say: 

“Well, you are a good old customer, and we would sure like to take 

care of you, but we have got oil running out of our ears, Bill. Now, if 
you will haul that into such-and-such a place, why, we will be elad 
to take it from you.’ 

But you had to haul it in and deliver it, or get a trucking concern 
to do that. 

Now it has gone to this point. Some of the companies, and almost 
universally before this Gulf case was filed, they just simply did not 
issue a pipeline connection order for wells ‘if they were any distance 
at all from the gathering system. They designated the trucking com- 
pany that hauled the oil, they fixed the amount—that is, the truc ‘king 
company that they designated fixed the amount he would charge you 
for hauling the oil—and that was deducted from your run check. 

You got. a check for a net balance after the cost of transportation 
had been deducted and without having anything to do with the selec- 
tion of the man who hauled the oil. 

) Now, that is being changed a little bit. 
. 90507—57—pt. 2——5 
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Mr. McHvuen. What would happen if you sought to have your own 
transportation ? 

Mr. De.aney. Well, previous to this Gulf case, why, they would not 

rmit you to do that at all, and some of the companies won’t yet. 
They just simply designate who the trucker is and what he will charge. 
The trucker designates the charge, of course, but he is the man that 
hauls the oil or they do not take it. 

Now, as I said, they have modified that and they are doing it this 
way, now. 

In order to keep from assuming the obligation of a common pur- 
chaser under the law, they let the trucking company take the primary 
division order on the lease. In other words, you sell your oil to the 
trucking company, then they agree to buy a certain amount of oil each 
month See this trucker. 

They are thereby enabled to control the amount of oil that you sell 
from your well by simply telling the trucker that they won’t take more 
than X barrels next month, they are going to have to cut back on 
their field outlet. 

Now, that is getting to be a fairly common practice. I talked in 
December, I believe it was, with one of the pipeline companies about 
connecting a well, and it was about a mile and three-fourths from this 
well. Incidentally, it was a pretty fair looking well, at the time a 
wildcat on a block of about 1,200 or 1,400 acres and oil of good quality, 
around 42 or 43 gravity, attractive oil, and looked like it was going to 
be in good volume at the time I was talking. 

So I asked the fellow about selling him the oil. They said they 
were a mile and three-quarters away, and there was only an allow- 
able production of 25 barrels per day for that well, and that they 
could not justify the cost of constructing a pipeline for an allowable 
of 25 barrels. 

So I asked him how much oil I would have to have available before 
I could get a pipeline connection, and he told me that it was the 
policy of their company to lay 1 mile of line for each hundred barrels 
of allowable production. 

That allowable production fluctuates up and down. In December 
it was 25 barrels a day; it is now 28 barrels a day. So I would have 
had to drill 3 additional wells in order to get a pipeline connection 
and get the market price for my oil. 

I am selling it to a truck buyer, the Mohawk Petroleum Co., and 
it, in turn, delivers it to the concern I was talking to, and their 
charges are deducted for hauling it, and I get a check for the balance. 

Taking the cost of that particular well, which was about 4,700 
feet in depth and cost approximately $62,000, I would have to have 
an investment of 4 times $62,000, or $248,000, before the pipeline 
company would be justified in investing the $12,000 or $14,000, most 
of it salvageable, that would be required to build a mile and three- 
quarters of 3-inch pipe. 

Now, I have utilized an illustration of a 4,000-foot well in my state- 
ment, which would cost $43,000 to drill, and there you would involve 
$172,000 before you were eligible for a pipeline connection under 
that standard and thereby get the full posted price. 

So, when these people talk about the rise in the price of domestic 
crude oil Oklahoma independent producers have received, they do not 
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know all the facts concerning what Oklahoma independent producers 
actually get, or what it costs them to get it. 

Senator Carrott. Mr. Delaney, I wonder if I can go back for a 
moment to your extract copy of appearance sheet, which we have 
included in the record here. I note the names here of those that have 
filed their appearance, evidently. Many of these who have appeared 
are majors ? 

Mr. Deanery. Well, the vast majority of them, I say majors, I 
say they are purchasing companies. Now, you will note one concern 
there, the Rock Island Refining Co. You could not classify it as a 
major oil company, although it is one of the largest purchasers of 
crude oil in Oklahoma. Now, that concern 

Senator Carroiy. These are not really independents in the sense 
that we are talking about, are they ? 

Mr. Deanery. There are a few independents on there. My name 
is listed; I am an independent; there is the Trice Production Co.; I 
would say that is an independent; and there are maybe 2 or 3 others. 
But the balance are company, and principally major integrated com- 
pany, representatives. 

Senator Carroti. Yes. In other words, the list here shows a few 
that you would truly call independents, but most of them are major 
companies ¢ 

Mr. Deanery. Senator, now, if you would attend one of those 
Oklahoma market-demand meetings, you will find that I will make 
a suggestion concerning an increase of the allowable production for 
the State, and those gentlemen, when they are polled, vote just like 
Alabama did for Underwood—all against it and all together. 

Senator Carrotz. I made an observation here a little while ago 
about some of the major companies. I do not want to exclude some 
big independents, either. I do not know whether you could call them 
independents, but Murchison, of Texas, is not really small, is he? 

Mr. Detaney. No. I know of Mr. Murchison. 

Senator Carroiu. Cullen, of Texas, is not really small ? 

Mr. Devaney. Sir? 

Senator Carroity. Cullen, of Texas, is not small. Hunt is not small ? 

Mr. Devaney. No; they are not small. 

Senator Carroiy. They are not really the independents we are talk- 
ing about here, are they, although they are not 

Mr. Deanery. No; there are no people there that would be—there 
is no one there who owes as much money as Clint Murchison says he 
does, and no one there has as much money as Hunt has. 

Senator Carroti. What I wanted to do was draw a distinction be- 
tween some of the major companies and some big independents. I 
see the record here of small independents owning some 60,000 to 65,000 
wells. I take it they are owned by some, what you would call, really 
small independents? 

Mr. Dexaney. Yes, sir; a great percentage of them are owned by 
men of very limited means and men who have access to very limited 
credit, and for short-term commitments. 

Senator Carrott. You would have difficulty, would you say, as a 
small independent, in establishing an increase in the price of crude 
oil, would you not? 

Mr. Detaney. There is no way that they could establish it. 
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Senator Carrot. In other words, the majors set the pattern, and 
then the benefit flows down through the small independent as a result, 
for example, of the Humble Oil Co. increase ? 

Mr. Deanery. Any persons that I refer to as independents, they buy 
at the price that the vendor fixes for services and supplies that go 
into the production of oil. Everything that they sell, they sell in 
the market where the purchaser fixes the price. We have nothing to 
do with price fixing. And there is no basis upon which we could 
have anything to do with price fixing, short of a concerted shutdown 
of all the oilfields, which would be highly sacrificial of the reserve 
oil and would shut off income that independent operators cannot 
justify. We are not in a position to stage a sitdown strike. 

Senator Carroiu. Suppose I put the question a different way. After 
the Humble Oil Co. increased the price of crude on January 3, was 
that price increase reflected down to the independents, too. Did they 
receive some benefit from that ? 

Mr. Devaney. Yes; we did. Now, I point out that, when the price 
increase of 35 cents was posted in Texas, some of the companies posted 
a 35-cent increase for crude of midcontinent grade, which includes 
Oklahoma. The Indiana company, Standard of Indiana, which was 
then Stanolind Oil Purchasing Co., was among the latter companies 
to increase the price. Now, it did not increase the price 35 cents; it 
increased the price 25 cents for oil of midcontinent grade, and prac- 
tically all of the companies, for that grade and quality of crude, have 
reduced the price to the level established by Stanolind, because they 
are a very large purchasing and marketing concern in that area. 

Now, I would like to point out further that the price of the southern 
Oklahoma crude had been reduced from 7 to 10 cents a barrel in the 
spring and summer of 1956, and that, as far as those producers are 
concerned, they have not had any 25-cent increase in the price of oil; 
they have simply had the 7 or 10 cents that they were cut restored, and 
an additional 15 or 17 cents added. 

I would like to point out further that, under the posting of 1 com- 
pany for the lower gravity of crude, they would actually sustain a 
cut in price, because while that concern posted the higher price for 
40 gravity and up, it had a gravity differential of 4 cents a degree, 
as the oil went down in gravity below 40, and when you got down in 
the range of 26 or 28 gravity oil, you actually got less for it with the 
increased price than you were selling it for before. 

So, as far as Oklahoma is concerned, we have not had any 35-cent 
increase in the price of oil, and a lot of us have not had any. 

Senator Carroth. Thank you very much, Mr. Delaney. 

Do you want to continue with your statement ? 

Mr. Detanery. Gulf asserted that it had a market for direct lease- 
hold purchases of only 19,500 barrels per day of Oklahoma crude. It 
saw fit to bring an action in the United States District Court in the 
Western District of Oklahoma entitled “Gulf Oil Corporation, a cor- 
poration, plaintiff, v. Corporation Commission of the State of Okla- 
homa, Ray C. Jones, Wilburn Cartwright and Harold Freeman, 
as members of said Corporation Commission, and as individuals, de- 
fendants,” being No. 7147, civil, in that court, seeking to enjoin the 
Corporation Commission of Oklahoma from enforcing its order. It 
alleged among other things that the compulsory order violated its con- 
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stitutional rights for that it was an unreasonable burden on interstate 
commerce. 

Thinking that it might be of interest to this committee from the 
standpoint of the facts adduced in the hearing, I brought with me a 
certified transcript of the testimony taken in the Gulf case and tender 
it herewith to the committee. I also tender to the committee the 
opinion of the three-judge court in the Gulf case. It is my under- 
standing that an appeal from the decision of the three-judge court is 
being lodged in the osm Court of the United States. 

At that hearing, men of great experience and responsibility in the 
petroleum industry were placed upon the witness stand and testified. 
Among other things testified to by these witnesses was the fact that 
the purchase by Gulf of 5,500 barrels per day of additional oil was 
an unreasonable burden on interstate commerce; that to grant an in- 
increase in Oklahoma of the amount Gulf is required to purchase of 
5,500 barrels per day more than it wanted to purchase, would un- 
reasonably restrain production in other States or constitute an in- 
vitation in those States for enactment of similar laws to require Gulf 
to take and purchase amounts of oil in addition to that it felt desir- 
able to buy. 

At least one or more of these witnesses testified, if my recollection 
is not at fault, that the importation of 175,000 barrels per day of 
Middle Eastern oil would not constitute an unreasonable burden upon 
or act as a restraint upon the commerce of domestically produced oil. 

It may be of interest to ascertain who is responsible for the dis- 
covery of the oil reserves of Oklahoma. Dr. Fredrick Lahee, an emi- 
nent petroleum geologist, gave the answer to this question in the 
June 1956 issue of the Journal of the American Association of Petro- 
leum Geologists. His analysis of 1955 successful new field wildcats, 
successful new pool wildcats, successful outposts, and successful 
deeper pool tests drilled in Oklahoma in 1955 disclosed the follow- 
ing: 

Of successful new field tests drilled in 1955, the independent pro- 
ducers were responsible for 41, major companies for 10; in success- 
ful new pool wildcats, independent producers were responsible for 
89, major companies were responsible for 12; for successful outposts 
independents were responsible for 10, major companies were responsi- 
ble for 8; for successful deeper pool tests, independents were respon- 
sible for 6, major companies were credited with 5 

It will be thus seen that in 1955 the major companies of Oklahoma 
were responsible for 24 percent of the newly discovered reserves and 
independent producers were responsible for 76 percent. I do not 
have the figures available for 1953 in reference to discoveries, but I 
am certain that the ratio would have been weighted more favorably 
to independents in that year than it was in 1955; and I am equally 
certain, that if the same incentive of allowable oil had been available 
to the independent producers of Oklahoma in 1955 that existed in 
1953, there would not have been the comparative shrinkage in ap- 
preciation of reserve oil in Oklahoma. 

It costs a little more than $43,000 to drill the average well to a 
depth of 4,000 feet in Oklahoma. Assuming that our costs of dis- 
covery are not higher than the national average of $1.09 per barrel 
and add to that the 96 cents per barrel I estimate it costs me to pro- 
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duce the oil we already own, it will take approximately 6 years for 
me to recoup the cost of drilling and completing such a well out of 
the profits of my own production, under the present maximum allow- 
able of 28 barrels per day for a well of that sort. The quoted figures 
are “bare bones” costs. The figures do not include taxes. 

The cost of producing oil is directly related to the number of bar- 
rels produced over the man-hours involved plus the cost of material 
and supplies. The wells I own, or in which I have a participating 
interest, have an average daily production of approximately seven 
barrels each. 

In this country it requires the services of a pumper for an average 
of about 6 producing wells, thus, in those wells from which I earn 
my livelihood, 1 pumper would be responsible for the production of 
approximately 42 barrels per day. 

The average daily production of the 70,000 producing oil wells in 
Oklahoma is something less than 9 barrels per day each. In Kuwait, 
approximately 160 wells are capable of sustained production at the 
rate of more than 1,100,000 per day, or an average of approximately 
7,600 barrels each; thus, the average Oklahoma pumper will be re- 
sponsible for the production of 54 barrels per day, whereas his counter- 

art in Kuwait can more easily account for 45,600 barrels of pro- 
Sad oil. 

I venture the assertion that the average daily production of all 
the wells in Venezuela is in excess of 150 barrels each, and the Vene- 
zuelan pumper is thus enabled to produce at least 900 barrels per day, 
while his Oklahoma counterpart produces 54 barrels per day. 

Now, I have discussed the cost of producing oil, and I will resume 
on page 13, beginning with the second paragraph, that has to do with 
discovery. 

Discovery costs of oil reserves in continental United States average 
approximately $1.09 per barrel. <A slightly lesser figure may be ap- 
plied to Canadian discoveries by reason of past experience and im- 
proved geophysical techniques, plus relatively high virgin reserves. 

Senator Carrott. May I interrupt ? 

I think the record ought to show, although Mr. Delaney has not 
read pages 10, 11, and 12, that those pages should be included in the 
record, in addition to his extemporaneous remarks. 

Mr. Detanry. Anything I may overlook, I would like to have in- 
cluded in the record. I would like the entire statement to be included 
in the record. 

Compared with this, I am very certain that the cost of discovery in 
Middle Eastern reserves would fall in the order of 1 or 2 cents per 
barrel. Venezuelan costs of reserve discovery are, of course, rela- 
tively higher, but much less than in continental United States or 
Canada. It is utterly impossible for a nonintegrated producing com- 
pany or an individual to meet the costs of American operations and 
successfully compete with international concerns under domestic mar- 
ket demand regulation. 

Independent oil producers do not have access to long-term credit 
facilities. At best a commercial bank will not commit to them for 
more than 5 years, and this type credit is available only to the most 
reliable and larger producers. They have no access to public money 
which can be secured by the larger, integrated companies at reason- 
able cost for terms ranging up to 30 years. 
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The long pay-out period resulting from restricted production 
makes it increasingly difficult for independent producers to exist. 
The restricted market occasioned by increased imports deprives him 
of his fair share of the increasing national demand for petroleum 
products. If the independent oil producer has a place in the national 
economy, it is absolutely necessary that steps be immediately taken 
to provide a climate in which he can survive. 

The recent price increase of 25 cents per barrel, for oil of midcon- 
tinent origin, and slightly more for that of gulf coast origin, has been 
lone overdue. 

This committee has heard and will hear volumes of testimony in 
respect to that price increase. Actually the price of steel has advanced 
six times since crude oil of midland origin was increased in 1953. 
Freight rates have been increased almost as many times. Every service 
that the independent producer must buy has gone up in price many 
times since 1953. 

Indeed, the freight alone on 1514-pound, 514-inch casing from Pitts- 
burgh points to Oklahoma is almost equal to one-half the total cost 
of the same grade and quality of casing in 1940. 

The independent oil producer is the industry’s sharecropper who 
must buy his supplies at the price the vendor fixes and by reason of 
the character of his product, must sell it at the price the purchaser 
fixes. 

It is interesting to note that we have two prices for the same prod- 
uct in our industry. The producer who has a pipeline connection to 
his lease receives the posted market price for his oil; whereas, his less 
fortunate counterpart who has not received a pipeline connection—and 
in Oklahoma, this latter group may be classed in legions—receives the 
posted price less from 20 cents to 50 cents per barrel in trucking charges 
which he must absorb. 

I will not read the next paragraph because it relates to the cost of 
well= but I do wish it included in the record. 

(The paragraph referred to is as follows :) 

Before the Suez crisis the rule-of-thumb method utilized by one company for 
granting a pipeline connection was the extension of 1 mile of line for 100 barrels 
of allowable production. In Oklahoma a producer who encountered production at 
4,000 feet in depth, on the basis of current allowables, would have approximately 
$172,000 invested in 4 wells before he would be eligible for a pipeline connection, 
and to receive the posted market price under the standards applied by the com- 
pany I have referred to if, of course, his tankage was located within 1 mile of 
that company’s existing gathering system. 

Mr. Detaney. In comparison with price increases for crude oil 
recently made effective in the United States, I would like to call the 
committee’s attention to prices being paid for crude oil of Venezuelan 
origin, both before and after the blocking of the Suez Canal and the 
sabotage of one of the middle estern pipelines. For instance, Cumare- 
bo crude priced at Tucupido at this time brings $3.75 a barrel for 48-49 
gravity, with a downward differential of 2 cents per degree down to 24° 
and 2.5 cents per one-half degree of gravity change below 24. 

This same oil on August 20, 1956, under the same conditions, brought 
$3.40 per barrel. San Joaquin crude at Puerto La Cruz is selling for 
$3.37 with a.differential of 2 cents down to 24° and 2.5 cents per one- 
half degree of gravity change below 24. 
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On August 20, this price was $3.04. Oficiana, with a 35 to 39 top, 
brings $3.05 at Puerto LaCruz, whereas it sold for $2.80 per barrel last 
August. 

Tia Juana medium, with a top of 26.5 to 26.9 at Amuay, is worth 
$2.55, whereas it sold in August for $2.30 per barrel. 

Quiriquire, 16.5 to 16.9 gravity, brings $2.45 at Caripito, whereas 
it sold for $2.21 in midsummer last year. 

Lagunillas has a flat price at Amuay or Las Piedras of $2.38 and 
its former price was $2.05. 

Bachaquero, 16.5 to 16.9, at Las Piedras is $2.23 compared with $1.90 
for its August posting. 

It will be noted that most of this crude has advanced from 33 cents 
to 35 cents per barrel, whereas 25 cents per barrel is the top increase 
granted to Oklahoma producers for crude of any grade or quality, 
and some of the southern Oklahoma crude has a gravity differential of 
as much as 4 cents per degree below a top of 40. 

Now, my next two pages reiterate the testimony of Mr. Dietler, 
which I discussed, and I will not repeat the reading of it, but do want 
it in the record. 


(The testimony of Mr. Dietler referred to is as follows :) 


I would like the committee’s attention to the testimony of Mr. Ralph O. 
Dietler, an oil consultant of Tulsa, Okla., who testified as an expert on Septem- 
ber 10, 1956, in the Gulf case I have referred to. At page 78 of the record in 
response to the question: 

“Question. I will ask you please, in your experience and in your opinion, 
what the normal requirements of crude oil in stocks above ground are for the 
oil industry in the United States? 

“Answer. Well, my opinion would be that the industry can exist very com- 
fortably with not in excess of 260 million barrels in storage and transit and 
we have lived with substantially less than 260 million barrels. 

“Question. In response to the question, Mr. Dietler, do you know how much 
oil there is in crude stocks in the oil industry in the United States today? 

“Answer. Approximately 280 million barrels. 

“Question. In your opinion, is that excessive? 

“Answer. Very definitely.” 

Again on page 80 of the record is the following: 

“Question. Do you know how much gasoline there is in stocks at the present 
time. 

“Answer. Approximately 176 million barrels. 

“Question. And that’s in the United States; is it not? 

“Answer. And that’s in primary storage only. We don't know. Not included 
is filling stations and the secondary terminals throughout the country. 

“Question. And the quantity you refer to is that which is not yet moved to the 
retail market? 

“Answer. That’s right. 

“Question. In your experience, please ,sir, what are adequate normal stocks 
for the gasoline marketing industry in the United States? 

“Answer. At this time of the year, certainly not more than 150 million barrels 
are necessary in primary storage.” 

Further on page 82 of the record is the following: 

“Question. What is the effect of excessive gasoline stocks upon the national 
market for crude oil? 


“Answer. It’s a depressant on the whole system of things, and makes crude 
oil excessive.” 

Mr. Detaney. One of the unsolved questions in my mind which 
has arisen since the closure of the Suez Canal is the reason for the 
tremendous increase in imported petroleum products which reached 
a& maximum during the first 2 weeks of January 1957. During that 
period crude imports amounted to about 860,000 barrels per day, plus 
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645,000 barrels per day of products. This import of products repre- 
sents a peak greater than any attained during either 1955 or 1956. 

Notwithstanding some 20 million barrels more gasoline in storage 
December 31, 1956, than on the same day a year ago, refinery runs have 
shown a substantial increase during the month of January 1957. As 
of January 14, refinery throughout was ppererry 8,300,000 bar- 
rels per day as compared with 7,900,000 barrels on the same day of 
January 1956. 

Gasoline production was in excess of 4 million barrels per day as 
compared with 3,750,000 barrels in January of 1956. Middle distillate ’ 
production was 2,370,000 barrels compared with 2,160,000 barrels in 
January 1956. Residual fuel oil production had not attained an 
amount equal to 1,300,000 barrels per day, which was the daily average 
on January 14, 1956. 

On January 15, this year, it was approximately 1,290,000 barrels 
per day. Four product stocks were approximately 50 million barrels 
more on the 14th day of January 1957 than they were on the same date 
in 1956. Either one of two things is certain—the gentlemen who direct 
the welfare of the great integrated oil companies either foresee a tre- 
mendous upsurge in domestic consumption of petroleum products 
during 1957, over and beyond anything I can visualize, or else they are 
able to utilize domestic and foreign crude which they own; the trans- 
portation facilities which they own; the refineries and the market 
outlets which they own, to their own selfish advantage, with a surplus 
of products stored above ground. 

enator Carrotu. May I interrupt right there, please, because I do 
not quite understand that. 

Mr. Detaney. It is a little difficult to understand, and I think I can 
explain it to you. 

Senator Carron. I would like it very much if you would, because we 
have had testimony before this committee that there has been an excess 
of gasoline, that the gasoline has been shipped, in a tie-in agreement, 
with crude oil to Europe. 

But I want to come back in your statement here: 

* * * or else they are able to utilize domestic and foreign crude which they 
own; ** * 

Utilize in what fashion ? 

Mr. Dexanry. In this fashion. When we go before a market de- 
mand hearing in Oklahoma, the representatives of these companies 
who have these products in storage, they come there and offer testimony 
to the extent that their crude storage tanks are full, that they have 
gasoline and products running out of their ears and, therefore, we must 
cut back and restrict our production in Oklahoma in order to give them 
an opportunity to work off the surplus of above-ground stored products 
and crude oil. 

But they do not work it_off, they keep it filled with the products of 
imported oil and with imported crude oil, and are thereby enabled to 
take lesser amounts of domestic crude at a higher price per barrel, and I 
thus make room economically for the oil that they bring into the 
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country and the products that they refine from it with a greater margin 
of profit than if they had to actually compete with unrestricted sale of 
domestic crude oil. 

Now, that, in my opinion, is the answer. 
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Senator Carrot. Do I understand, then, that what they have been 
doing, according to your viewpoint, is to take the crude and refine it 
and fill that gap ) with foreign crude? 

(Senator O’Mahoney returned to the heari ing room and resumed the 
chair. ) 

Mr. Detanry. Now, Senator, I think this: I think that that has for 
its objective—actually, I think that the thing behind it has not yet 
come into public view. 

Now, the opening of the St. Lawrence seaway, which I refer to 
further on in my statement, should be available to the maritime traffic 
sometime during 1959. Now, that is going to make seaports out of 
Cleveland, Buffalo and Detroit and Duluth and Windsor, and it is 
going to supply the energy requirements of the vast industrial complex 
that borders the lake region, and they are making room for the crude 
they can bring in from Middle Eastern and Venezuelan fields to supply 
that market, which has traditionally been supplied by Texas and Okla- 
homa and Kansas and New Mexico and northern Louisiana and 
Arkansas. 

Senator Carrotit. That is why I asked the question earlier be- 
cause 

Mr. Detanry. And that, to my mind, is the meat in the coconut. 

Senator Carron. Because of their ownership of these tremendous 
resources in the Middle East, or Venezuela, and the cost of production 
being low, is it your idea that they are trying to fill their storage ca- 
pac ity with this crude oil / 

Mr. Devaney. Well, you will find a little further in my statement 
here where I point out a quotation from the Oil and Gas Journal of 
January 21, which shows the earnings of 4 or 5 or 6 of these concerns, 
and I will just read it. 

Senator Carrott. Suppose you go on with your statement from 
there, unless there are some other questions at this point? 

Mr. De.anry. Very well, sir. Gasoline in storage today amounts 
to approximately 200 million barrels, and it is being “produc ed at rates 
in excess of 3,875,000 barrels per day. Unless this senseless buildup 
of gasoline and other products be stopped, a surplus of burning oils 
will be carried forward into the summer season, when it is not needed, 

and more than 210 million barrels of gasoline will have accumulated in 
storage before the consumptive season is upon us. 

Let's look for a moment at the comparative cost of transport by 
tanker and see if it discloses any reason why wholly owned Venezuelan 
crude is being delivered into our eastern market and elsewhere in com- 
pany-owned tankers in preference to oil of domestic origin. 

On August 20 of last year, the cost of transporting a long ton of 
crude oil from the Netherlands West. Indies points to United States 
points north of Cape Hatteras was 35 percent above United States 
Maritime Commission rate or $3.64. 

A barrel of crude oil of 42 gallons, 34° gravity (API) weighs 
approximately 299 pounds. This was roughly 48.5 cents per barrel. 
To transport the same barrel of oil from the same point of origin in 
the Netherlands West Indies to a United States point north of C» e 
Hatteras on June 21 now costs the scale, plus 230 percent, or $7.81 
per long ton, which amounts to $1.04 a barrel plus. 

The rate of transporting a barrel of crude oil from the Netherlands 
West Indies to United Kingdom points on August 20, 1956, was the 
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aes plus 70 percent of $7.69 per long ton. This was about $1.03 per 
arrel. 

On January 21, 1957, it cost the scale, plus 270 percent of $16.83 a 
long ton, which adds up to $2.24 per barrel to move a barrel of crude 
from Aruba to Southampton. 

Before the closing of the Suez Canal, crude oil could be delivered 
from Lebanon to the United Kingdom at the scale plus 100 percent 
or $7.89 per long ton. Since the closure of Suez, the price for deliver- 
ing a long ton of crude oil from Persian Gulf points to the United 
Kingdom by way of Cape Town is $46.22 per long ton, or approxi- 
mately $6.16 per barrel. 

Now, this is simply an expression of opinion here. 

Needless to say, there is not much crude moving from Persian Gulf 
points to the United Kingdom by tankers. 

Now, since I have been in Washington, it has been pointed out to 
me—lI have no personal knowledge of it—that there has been a very 
great concentration of tankers in the Persian Gulf almost all the time 
since this crisis has occurred, so it may be that there may be some 
basis upon which the British petroleum, for instance, by reason of 
dollar shortage and the fact that this is a sterling area, can afford 
to transport the oil in their own tankers into the British market and, 
in face of the increased prices they are enabled to charge for gasoline 
due to the tariff that they have imposed on gasoline since the closure 
of the canal, there may be some economic thing there that I simply 
do not have sense enough to recognize. But I do not see how they 
can pay $6.16 a barrel freight on a barrel of crude oil and make any 
money out of it. It does not have the odor of Chanel No. 5, and you 
cannot drink it. 

Senator Carroty. Mr. Delaney, we had some testimony before this 
committee that some oil from the Middle East was coming into our 
eastern seaboard. As I recall, if I correctly interpret that testimony, 
we had set an approximate goal of 500,000 barrels. 

I ask chairman or the committee counsel here to correct me if 
I misinterpret this: That they expected a shortage and to make up 
for the shortage of oil in this country, we are going to ship the oil 
to the eastern seaboard and then ship it to Western Europe. 

I put the question—it has not quite been answered—when they do 
that, it is under the sterling area and into the dollar area, and I do 
not know whether we are paying for that from the Export-Import 
Bank, which is being paid by virtue of a loan. But in any event, there 
is considerable shipment of oil into the east coast and then from the 
east coast into Western Europe. 

What do you know of this tie-in sale agreement of crude and gaso- 
line? 

Mr. Detaney. I have no personal knowledge of that, Senator, but 
I certainly cannot see any logical reason why oil should first be trans- 
ported from the Middle East to eastern seaboard points in the United 
States and then move from the United States to Britain. It looks to 
me like that would be going out of the way, and there should be some 
logical explanation that somebody that knew the facts could make 
about it. 

As far as the payment for it, if it has anything to do with dollars, 
I imagine that sooner or later, in some manner, we will foot the bill. 
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Mr. McHvueu. Mr. Delaney, assuming that most of these imports 
may have been coming from Venezuela, not the Middle East, would 
there be any more justification for them moving to the American east 
coast and then into Western Europe as against having them shipped 
from Venezuela 

Mr. De.anry. Well, I cannot see any reason why, actually 
this tanker rate price. Actually, before the closure of the Suez Canal, 

it was a little cheaper to ship oil from the Netherlands West Indies 
points than it was from the Lebanon points, eastern Mediterranean 
points. Because there the price was $7.89 a long ton as compared 
with $7.69 a long ton from Netherlands West Indies as compared with 
$3.64 from the ‘Netherlands West Indies points to east coast points. 

I cannot figure any logical or reasonable basis for shipping oil from 
Trinidad or Aruba to Phil: adelphia and New York and then trans- 
shipping that oil, or its products, into Britain. Because Britain cer- 
ae lacks no refineri ies, they have got rather an ample refining 

capacity. And it is my understanding that they need crude oil. 

Senator Carrot. Mr. Chairman, I wonder if I might leave? I 
am due in another committee, but I wanted to give my thanks to Mr. 
Delaney for a very infor mative discussion. 

You have helped me understand the problems of the small inde- 
pendent producer much better than I had before, and I personally 
thank you. 

Mr. Detanry. Thank you, Senator. 

Senator O’Manoney. I am very grateful to you, Senator Carroll, 
for having presided while I had to go to the Judiciary Committee. 

Senator Carrotu. It was a pleasure for me. 

Sen: ator O’Manonry. Mr. Delaney, I find in Petty’s Oil Letter of 
February 23, 1957, the following statement: 








More than a year ago, Admiral Radford, Joint Staff Chiefs Chairman, told 
a congressional committee that a crude oil line to the east coast was “very 
urgent.” It can be well imagined that it is more so now, with Mideast so 
critical. Besides providing a submarineproof crude supply for refiners on the 
east coast in an emergency, a gulf-to-east line—transporting products in peace- 
time—would free many tankers for other uses, relatively soon. 

Do you have any comment on that? 

Mr. Detaney. Yes, sir; I think that is one of the crying needs 
that the Nation has, both from the standpoint of normal economic 
conditions and to meet the emergency conditions of any kind. 

Now we, of course, built the Big Inch and Little Inch lines during 
and before World War II. And ‘they were abandoned as crude lines 
and converted to gas lines. It was my thinking at the time, much as 
I should have liked to have an interest in one of them as a natural- 
gas transportation service, that they should have been retained, even 
operated at. a loss under subsidy, because of the extreme strategic 

value that it had. 

I think that a crude line, and not only one crude line but crude 
lines sufficient in capacity to supply the military needs of the west 
coast, are an absolute military necessity. We do not have the quan- 
tity of tankers, or any other means of distribution, to get oil into the 
military sensitive areas of the West, except by ships. And if the 
hunting grounds along the Florida coast were good with Germany 
with 130 submarines, the Pacific will offer even better hunting 
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grounds to the 404 submarines that the Soviet Union is reported to 
have today. 

Senator O’Manoney. Another question, then, Mr. Delaney. In 
view of the fact that California, which is one of the public-land 
States, is finding it diflicult to produce within its own borders sufli- 
cient crude oil under public-land leases, or otherwise, to meet the de- 
mands along the Pacific coast, what would your opinion be about 
the desirability of building a pipeline in Texas to Los Angeles? 

Mr. Deanery. Senator, you cannot economically justify that pipe- 
line in face of a condition where district 5, which is the west coast dis- 
trict, has been declared a deficit area. California produced more oil 
last year by some 84 million barrels than it found. 

But we have demonstrated that private industry can build natural 
gas pipelines into California and finance them and expand them and 
take care of them. Paul Kayser, with his El Paso Natural Gas Co., 
has taken that out of the realm of speculation. But no man with 
sense enough to get the capital or credit together to justify the con- 
struction of a pipeline to carry oil without ownership of the terminal 
markets would be fool enough to invest it in an oil pipeline in an 
attempt to compete with oil of Kuwait, Sumatra, origin, in the Cali- 
fornia market. He just cannot do it. 

Senator O’Manonry. So that Texas oil, which is available, could 
not, in your mind, be economically pipelined to the Pacific coast unless 
there were a refinery there that would take that crude and refine it? 

Mr. Devaney. That is absolutely correct. Now, I do not know— 
I am just trying to run around in my mind—what the comparative cost 
of shipment by tanker through the canal and up the west coast would be 
as compared with the cost of pumping. But I do know that the 
tanker is absolutely no substitute for the pipeline from the standpoint 
of military security. And I believe that the pipeline can be economi- 
cally justified because California and the entire west coast is going to 
become more and more dependent on oil produced either in the South- 
west or Rocky Mountain region of this country, or the prairie Prov- 
inces of Canada. 

Senator O’Manonry. I ask the question because one of the top exec- 
utives of the water system of Los Angeles testified in the early days 
of this hearing that Los Angeles is losing hydroelectric power because 
of the drought and that it needs more crude. In fact, the tenor of 
the witness’ testimony was to condemn the increased price of crude 
because of the burden that the witness said it would have upon the 
water system of Los Angeles. I said to that witness at the hearing, as 
T recall, that inasmuch as the State of California has been trying to 
use all the water of the Colorado River System, including the water of 
the upper basin, that I would be disposed, being a representative of an 
upper basin State, to assist him in trying to get cheaper crude oil 
through a pipeline. Maybe it is not available, but that was the reason 
T asked you the question, sir. 

Mr. Detanry. I just cannot answer, and it would take considerable 
study to determine which would be the cheaper. 

Senator O’Manoney. You are a good student, Mr. Delaney. 

Mr. Deanery. Sir? 

Senator O’Manonry. I say, you area very good student—— 

Mr. Devaney. Thank you. 
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Senator O’Manoney. You get your facts. Perhaps before you go, 
I will ask you to do some spare-time research when you get home. 

Mr. Devaney. On that problem—I should be delighted to. 

Senator O’Manoney. Thank you very much. 

Mr. De.anry. Now I would like to point this out, Senator, and I 
do not want to create the wrong impression. I recognize that oil 
grants, that the mere size of a company by reason of it ‘being big and 
having far-reaching interests is not justific ation for my attack 1 upon 
it. Size and bigness has nothing to do with my thinking in that 
respect. 

I recognize the fact that we have got to, at all times, import reason- 
able amounts of foreign crude and to encourage and deve lop foreign 
reserves to supplement our own. But I have taken this position, that 
the larger a business concern is, the greater its public responsibility 
becomes and the higher standard of ethics and conduct it must have 
if it performs the function that its size places the duty upon it to 
perform. 

I do want to make it clear that if I speak critically, I do it only in 
those areas where I think they have overstepped the bounds of good 
business ethics in the conduct of their business. 

Senator O’Manonry. I think that is a very sound comment, Mr. 
Delaney 

I do think also that there is a better standard of ethics among the 
leaders of big business now than there was 30 years ago. 

Mr. Detanry. No question about it. 

Senator O’Manonry. We hope that will continue, but the impor- 
tance of congressional probing into these activities cannot be over- 
estimated either. 

Mr. Detaney. I quite agree. 

Senator O’Manoney. Proceed. 

Mr. Detanery. I cannot vouch for the accuracy of these figures since 
they were not determined by my personal investigation, but they are 
figures quoted in the Oil and Gas Journal of August 20, 19: 6, and 
January 21, 1957, and I sincerely believe they are factual in all 
respec ts. 

There may have been some degree of justification for increasing 
the price of Venezuelan crude oil, but I cannot conceive of any basis 
which would justify the doubling of tanker rates. It is barely toa 
that the earnings of foreign subsidiary companies can become taxable 
in this country, somewhat at the time and under conditions of the 
parent company’s selection, and that the earnings of tankers under 
Panamanian and Liberian registry may enjoy the same advantage. 

And I might point out in that connection that there are more pri- 
vately owned tanker tonnage of American ownership under Pana- 
manian and Liberian registration than there is under our own flag. 

If crude of Venezuelan origin plus tanker charges is greater in cost 
at the refineries on the e: stern seaboard than the cost of domestic 
crude, the earnings of these refineries may be somewhat lessened, re- 
sulting in a substantial tax savings on domestic operations. 

Mr. McHwven. Mr. Delaney, do you know whether or not most of the 
international oil companies transport their oil through tankers which 
are owned or controlled by wholly owned subsidiaries ? 

Mr. Detanry. No, sir; I do not know what the percentage is. I do 
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know that most of them have tanker fleets, and I do know that most 
of them also employ the services of other commercial tanker owners 
such as Mr. Onassis—I believe that is his name—the Greek that has 
so many tankers. But I do not know the extent to which any par- 
ticular company owns its exclusive tanker system. 

I think perhaps Cities Service is one of the larger owners of tanker 
fleets. Maybe Sun Oil Co. is another. 5 

Mr. McHvex. Do you know whether or not the big oil companies 
have separate tanker corporations which control their tanker fleets? 

Mr. Detanery. No, I do not know what the corporate structure is 
in that respect. 

It has occurred to me that these great international companies oc- 
cupy the somewhat favorable position of the farmer who philosophized 
upon the proposition that what he lost on the turnips he more than 
made up on the greens. 

The Oil and Gas Journal of January 21, 1957, contains the following 
article of interest to domestic oil producers: 


Value of foreign holdings to major oil companies is pointed up in recent 
figures on the source of the companies’ earnings. Several firms bring in more 
money from abroad than the yearn in the United States. 

While the United States is the biggest market it is also the most competitive 
and the most expensive from the standpoint of costs. 

These figures indicate that: 

* * * Standard Oil Co. (New Jersey) derives 26 percent of its income from the 
United States; 50 percent from other Western Hemisphere nations; 19 percent 
from the Middle and Far East; and 5 percent from Europe and north Africa. 

* * * Socony Mobil Oil Co., Inc., earns 47 percent from this Nation; 11 per- 
cent from other Western Hemisphere; and 42 percent from the Eastern Hemis- 
sphere. 

* * * Gulf Oil Corp. derives 33 percent from the United States; 20 percent 
from the other Western Hemisphere; and 47 percent from the Eastern 
Hemisphere. 

Standard Oil Company of California gains 61 percent in the Western Hemis- 
phere, and 39 percent in the Eastern Hemisphere. 


With imports of crude and products maintained at their present 
rates, it is readily apparent that the great international companies 
who own reserves of magnitude in Venezuela and elsewhere, will be 
able to maintain something like the same ratio of earnings in 1957 
as are shown in the quoted article. 

Under date of February 21, 1956, Mr. Joseph E. Pogue of the Chase 
Manhattan Bank, issued a report concerning the future growth and 
financial requirements of the world petroleum industry. It contains 
the following significant statement: 


A study of the consumption of oil in the United States and abroad leads to 
some striking conclusions. If the annual demand for petroleum is plotted on 
a semilogarithmic scale which expresses rates of growth as straight lines, it 
appears that the consumption of oil in the United States for the past 23 years 
has approximated a 5.8 percent annual growth compounded and in the free 
foreign world for the past 13 years the rate of increase has approximated 11 
percent per annum compounded. These are dynamic trends. And if the record 
is analyzed more searchingly in its various parts and aspects, one may notice 
certain repetitive patterns and habits which are so persistent as to suggest 
the operation of law controlling the growth of oildemand * * *. 

Where growth is important, additional funds are needed for expansion and 
these funds must be obtained either out of profits or from the capital markets 
or a combination of both. In the case of oil, the capital needs are so great that 
both sources have to be used. As the capital markets have been geared to 
provide only about 12 percent of the capital requirements of the petroleum 
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industry in the United States, the petroleum industry has found it necessary 
to plow back into the business about 60 percent of its earnings. 

In order to keep the capital formation mechanism functioning, it is also 
necessary to generate sufficient funds to pay a reasonable return on the capital 
employed. 

With the world demand for crude oil outside United States increas- 
ing at the rate of approximately 11 percent per annum until the closure 
of the Suez Canal, it appears to me that there is market available to 
the great international companies to amply justify the exploitation of 
foreign reserves without importing sufficient quantities of oil into 
this country to cripple the domestic industry or jeopardize national 
defense. 

Every item of cost added to the ultimate price for petroleum prod- 
ucts will be blamed by the consuming public on the recent increase 
in the price for domestic crude oil. The depletion allowance will be 
attacked in the Congress and the industry as a whole will not be 
benefited by the exploitation it has been subjected to in the past 3 
months. 

I am not optimistic concerning the resumption of normal world 
commerce in Middle Eastern oil. In dealing with the Arab population 
of the Middle East, even in this enlightened time, we must not lose 
sight of the fact that the training, the background, and the prejudices 
of those people are vastly different from our own. There the blood 
feud is still almost a matter of religious conviction. 

I would like to point out that in 1936 a Maryland State trooper, 
ignorant of international law, arrested the Iranian Minister in a traffic 
incident, and though the Iranian Minister was released as soon as 
the State Department instructed the Maryland officers of his diplo- 
matic immunity, Riza Shah was personally offended and ordered the 
Iranian legation i in Washington to be closed and the Minister to be 
returned to Teheran. In addition, criticisms of Riza Shah in the 
American press brought about an almost complete embargo of Ameri- 
can magazines and books. This caused relations between Iran and 
the United States to become strained. If such an insignificant inci- 
dent was capable of disrupting diplomatic relations between this coun- 
try and Iran, it will not take much imagination on the part of anyone 
to realize how long it will be before the animosities pervading the 
entire Middle East are reconciled. As a result of our reliance on 
the importation of crude oil and its products, we have failed in this 
country to provide adequate means of transportation for the movement 
of domestic crude oil. Unless further incentive be offered to the 
independent oil producers of America, the reserves of the Nation will 
quickly become inadequate to meet even our normal domestic require- 
ments, much less demands of war or other crisis of the nature we are 
presently experiencing. 

Independent oil producers have always been somewhat at a disad- 
vantage in dealing with purchasing companies. Almost a century ago, 
soon after Colonel Drake made his momentous discovery, the pur- 
chasers of crude oil determined that a barrel should be the unit of 
measurement applicable to the purchase of petroleum. For the sale 
of its products, they set up the gallon as a standard of measurement. 
When the first barrel of crude oil was refined and the first gallon of its 
products sold, 3114 gallons equaled a barrel of water just as it does 
today, but not so with crude oil. For reasons easily understood the 
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buyers established the barrel as a unit containing 42 gallons without 
any corresponding increase in the gills, pints, or quarts necessary to 
comprise a gallon. This is one of the percentage pluses the purchasers 
still enjoy. 

Under existing conditions in most of the large oil-producing States, 
every step taken from the filing of notice of intention to drill an oil 
well ntl oil finds its way into the purchasing company’s possession 
is a step subject to regulation. Once crude oil is taken into possession 
by the purchasing company it becomes an ordinary article of com- 
merce. Since we have at present no effective means of controlling 
imports of oil, and since no regulation, either State or Federal, is being 
applied to the pricing of crude oil or marketing of its products, a 
condition is brought ‘about whereby those who control imports and 
markets control the industry and may price their products as they 
please. 

Senator O’Manoney. In this discussion, Mr. Delaney, when you 
use the word “buyers” you are referring to the buyers of crude oil ! 

Mr. Deanery. That is correct. I think more emphasis should be 
placed upon the protection of correlative rights and in the conservation 
of natural gas and crude petroleum than upon market demand, which 
purchasing companies can tailor to fit their own requirements. 

I do not believe it is necessary that any board, commission, or 
administrative agency be established for the correction of the problems 
which beset the petroleum industry today. In the first place, admin- 
istrative agencies cast in the mold of the Interstate Commerce Com- 
mission. Federal Communications Commission, or Federal Power 
Commission do not afford a forum available to the average small oil 
producer. His business is not large enough and his income is not 
great enough to justify the cost or expense incident to hearings before 
such an agency. Even though these objectionable phases could be 
eliminated, the fear of repr isal and a lack of understanding of admin- 
istrative relief would prevent its invocation by many of the very 
people it is designed to help. Ratewise, the integrated companies with 
a staff of competent engineers and competent counsel would have a 
tremendous advantage over the uninformed independent in the prep- 
aration and the presentation of his case, and, to some extent, this same 
situation would exist in reference to the protection of the consuming 
public by reason of sheer inability of any agency to adequately police 
infractions on a nationwide scale. 

Since this committee began its investigation, and since the institution 
of grand-jury proceedings by the Department of Justice, some prog- 
ress has been made in correcting conditions which existed in mid- 
January. I think, therefore, that simple, self-executing legislation 
may be the answer. I think the burden of policing themselves can 
be placed upon the international companies who are preventing the 
normal growth and development of the domestic industry. I think : 
short paragraph amending the Sherman Act to provide that any 
unified, concerted, or simultaneous act endangering the national secu- 
rity or imposing unreasonable restraint on trade or an unreasonable 
burden on interstate commerce would have the effect to keep imports 
in line with national requirements as a supplement in domestic pro- 
duction and to prevent undue pressure in domestic market-demand 
determination. 
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Mr. McHven. Mr. Delaney, in this connection, is the concerted or 
simultaneous act endangering the national security that you are think- 
ing of here, the action of the companies in connection with their im- 
ports? Is there anything more than that ? 

Mr. De.anry. Now, conspirators do not get together and say : “Let’s 
form a conspiracy to steal the courthouse.” That is not the w ay those 
things occur. 

Senator O’Manoney. Do they steal the courthouse in Oklahoma? 

Mr. Devaney. Certainly not; not in Oklahoma. Elsewhere, I do 
not know. [Laughter.] But when one economic pattern fits the needs 
of a particular concern, and it acts, and another concern, whose eco- 
nomic needs are identical in character and similarly widespread, acts 
with it to produce a result that has been beneficial to those who move 
together or simultaneously, and there is a bad result, either on the pub- 
lic economy or to other people not similarly situated, why, then, that 
is the thing I propose to reach by the inclusion of the word 

“simultaneous.” 

Senator O’Manoney. After you go back to Ada, Okla., I suggest, 
Mr. Delaney, that you employ this very remarkable mind of yours and 
draft a short paragraph amending the Sherman antitrust law to which 
you refer here 

Mr. Deanery. I shall be happy to do that. 

Senator O’Manoney. So that we can look it over. 





Apa, OKLA., March 14, 1957. 
Mr. McHvueu, 


Counsel, Senate Subcommittee on Antitrust and Monopoly, 
United States Capitol, Washington, D.C. 


Dear Mr. McHucu: On March 4, I wrote Senator O’Mahoney as follows 

“After I got home and had a chance to read the provisions of the Sherman Act 
which have to do with imports, I felt that a much simpler amendment to title 15, 
section 8, than the one I suggested in Washington would cover the situation com- 
pletely and effectively. 

“In 1894, when the act was first passed, and even in 1913, when it was last 
amended, there were no companies in existence of the magnitude necessary to 
make a single corporation capable of creating a restraint on commerce or to 
endanger the national security. 

“The Standard Oil Co., which was dissolved by the decree of Judge Kenesaw 
Mountain Landis in 1910, was not of the total magnitude of any one of a dozen 
large, integrated companies in existence today. Neither was the demand for 
petroleum and other essential goods and services sufficiently great that one huge 
company might influence either price or availability of commodities. 

“In reading title 15, section 8, concurrently with the proposed amendment, 
which I enclose herewith, you will readily see that it would be enforcible against 
a single company such as Gulf, Standard of New Jersey, Standard of California, 
Socony-Mobil, and many other concerns of like character in other fields whether 
they acted alone, in concert, or consecutively. 

“The penal provisions of this paragraph will have more bearing on the conduct 
of the responsible heads of international companies in all categories than any 
possible administrative agency could have. 

“T am also taking the liberty of including a very rough draft of a National 
Common Purchaser Act which is particularly needed legislation in the petroleum 
industry. This would, if enacted, provide a means whereby nonintegrated oil 
producers could be assured of a market for their products, and this, in turn, would 
give full play to the law of supply and demand. 

“T am attempting to assemble information concerning the cost of water and 
pipeline transportation of crude oil and products from midcontinent and south- 
western areas to the Pacific coast, and these data will be furnished to you as 
promptly as possible.” 

I am enclosing a number of copies of both the amendment to the Sherman Act 
and suggested common purchaser law, which I should have forwarded to you at 
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the time I wrote Senator O’Mahoney, and I apologize at this time for my failure 
to do so. 
Yours very truly, 
W. A. DELANEY, Jr. 


TITLE 15, SEcTION 8. PRoPposED AMENDMENT 


Every act, arrangement, combination, conspiracy, trust, agreement, or contract 
is declared to be contrary to public policy, illegal, and void when the same is 
entered into or engaged in by a person or corporation or is made by or between 
two or more persons or corporations, either of whom, as agent or principal, is 
engaged in importing any article from any foreign country into the United States, 
and when such act, arrangement, combination, conspiracy, trust, agreement, or 
contract is intended to operate in restraint of lawful trade, or free competition 
in lawful trade or commerce, or to increase the market price in any part of the 
United States of any article or articles imported or intended to be imported into 
the United States, or of any manufacture into which such imported article enters 
or is intended to enter or which jeopardizes the national security. Every person 
who shall be engaged in the importation of goods or any commodity from any 
foreign country in violation of this section, or who shall combine or conspire with 
another to violate the same, is guilty of a misdemeanor, and on conviction thereof 
in any court of the United States such person shall be fined in a sum not less than 
$100 and not exceeding $5,000 and shall be further punished by imprisonment, in 
the discretion of the court, for a term not less than 3 months nor exceeding 12 
months (August 27, 1894, ch. 349, sec. 73, 28 Stat. 570; February 12, 1913, ch. 40, 
87 Stat. 667). 


AN AcT DESIGNATING PURCHASES OF CRUDE OIL OR OTHER LIQUID HYDROCARBONS 
A8 COMMON PURCHASERS, DEFINING THEIR DUTIES, AND PROHIBITING DISCRIMI- 
NATION 


Every corporation, joint stock company, partnership, or other person, engaged 
in buying crude oil or other liquid hydrocarbons and transporting, or causing 
the same to be transported in interstate commerce, shall be deemed a common 
purchaser thereof, and shall purchase all of the lawfully produced crude oil or 
other liquid hydrocarbons in the vicinity of, or which may be reached by pipe- 
lines or gathering lines, or which may be collected or gathered for such pur- 
chaser’s account by truck or other means of transportation, without discrimina- 
tion in favor of one producer or one person as against another, and shall fully 
perform all of the duties of a common purchaser. 

Such common purchasers are hereby expressly prohibited from discriminating 
in price or amount for like grades of crude oil or other liquid hydrocarbons, or 
facilities as between producers or persons, and in the event such purchaser is like- 
wise a producer, or the affiliate of a producer, or the affiliate of a pipeline com- 
pany, or is in anywise subject to the domination or control of any producing or 
pipeline company, it is hereby prohibited from discriminating in favor of its own 
production or facilities, or that of its affiliate’s production, storage, or facilities, 
or in production, storage or facilities in which it may be interested directly or 
indirectly, in whole or in part, against the interest of any other person or pro- 
ducer. 


Mr. McHuen. Mr. Delaney, I am trying to determine whether or 
not you are saying the simultaneous action which you object to here— 
is that something more than the action of the international oil com- 
panies in connection with the handling of their imports so as to 
affect domestic price ? 

Mr. Deanery. Indeed it is. This would be sufficiently far- 
reaching, that if the independent oil producers of Oklahoma said: 
“We will shut our wells until such a time as the price gets to be X 
dollars,” it would be applicable to us because that would be a simul- 
taneous act in restraint of trade. 

I do not here seek a relief that is applicable only to one segment 
of the industry, I think that the law should be widened. After all, 
it has been on the books for a great many years. 
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Senator O’Manoney. Would you give your attention also to the 
practice which sometimes appears to be followed by the large inte- 
grated companies, that when one company raises the price of a 
product, including crude, then the other companies follow in line! 

It has been testified here that the price is raised to meet compe- 
tition. It is not simultaneous, but it is “follow the leader.” 

Mr. Devaney. Senator, in that connection I think it can be put 
in that way. I think that it can be put in to cover just such a 
situation. 

Senator O’Manonery. You are a master of small words and clear 
words. Now the job is yours, and I am on the waiting end. 

Mr. Deanery. I would not want to be a party to the formation 

Senator O’Manoney. You have a market for your product right, 
now, sir? 

Mr. Devaney. Thank you. 

[Continuing.] Formation of any law or act that would have an 
= result—— 

Senator O’Manoney. No, of course not. 

Mr. Deanery. Or would create a preference, or would have the 
effect to throttle the competitive enterprise system of our country. 
I think that competition is the thing that we need to restore, and 
when here is acually a competitive market for a product, it will find 
its place of level and value at a price that the public can afford to 
pay for it. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Mr. Detaney. If self-executing legislation is not the answer, then 
I feel that a board or agency having the sole power and the duty to 
fix the market demand for and to determine the volume of imported 
oil necessary to supplement the domestic supply, should be estab- 
lished. I, of course, recognize the fact that it is both necessary and 
desirable that crude oil and petroleum products be imported into this 
country in reasonable quantities and that oil and gas be produced from 
our domestic resources on a basis that the consuming public can afford 
to buy its products. 

I am opposed to a continuation of the practices by integrated oil 
purchasing companies to utilize the device of allegedly unreasonable 
large stocks in storage as a depressant on the market demand for 
domestic crude oil, and at the same time, watch them maintain the 
full capacity of their storage with the products of imported crude oil. 

If and when there is a return to pre-Suez market requirements, I 
think I can foresee the position of the oil purchasing companies in 
reference to the restriction of domestic production. 

When the St. Lawrence Seaway is open to marine deliveries of 
petroleum and its products, then the great midwestern market, cen- 
tered in the industrial complex surrounding the Great Lakes, will be 
taken from domestic producers who have traditionally supplied it 
with domestic oil of midcontinent origin, and it will be supplied with 
oil from foreign sources by integrated companies who take the posi- 
tion that 5,000 barrels of additional oil produced in the State of Okla- 
homa is an unreasonable burden on the commerce of the Nation. 

If domestic producers are required to show market demand for 
produced oil, then in justice and in good conscience, the interna- 
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tional companies should be required to show reasonable market demand 
for imported crude oil and imported petroleum products. 

Now with the committee’s permission, I would like to offer a letter 
from the American Association of Oilwell Drilling Contractors, 
Jack H. Abernathy, president, addressed to Congressman John Jar- 
man, with a statement of drilling costs included. 


AMERICAN ASSOCIATION OF OILWELL DRILLING CONTRACTORS, 
Oklahoma City, Okla., February 22, 1957. 
Congressman JOHN JARMAN, 
House of Representatives, Washington, D. C. 


Dear JOHN: I appreciate your followup of our brief conversation Sunday. 
Representatives Harris’ desire to keep the committee hearing short and business- 
like appears wise to me. Nevertheless, I don’t believe it is possible to investigate 
costs and prices without considering the largest single component of cost of 
crude petroleum, which is the cost of drilling the wells from which oil produc- 
tion must be taken. 

In order that you and Representative Harris may be more adequately in- 
formed, I am taking the liberty of supplying you with data in this letter which 
I believe you will find of interest and not readily available elsewhere. 

I am currently president of the American Association of Oilwell Drilling 
Contractors. The association includes about 640 members who drill about 75 
percent of all footage in the United States and Canada and who also operate a 
number of rigs in foreign countries. We include most of the largest contractors 
along with several hundred 1- and 2-rig companies. The average contracting 
firm operates about four rigs. 

For a number of years our association staff was collected, developed, and 
maintained statistical information as to oil-well dwelling. The data given in 
this letter are drawn from this authoritative source. 

The following tabulation compares 1985, the prewar vear 1941, and 1956: 


Nationwide averages 








1935 1941 1956 
Total United States wells completed_-_--.............--.--- 24, 851 32, 510 58, 271 
Total United States holes drilled . ..-feet_- 67, 844, 939 99, 347, 714 234, 350, 550 
Average depth per well__....--.------ bye a 2, 760 | 3, 056 4, 022 
Average total cost- ee ; per foot $8 | $7. 25 $13. 75 
Average contract cost___- sees do $5 | $4. 25 | $4.75 
Total well cost... Uae d ik bbika hie <hbhdadibdtede aod $22, 100 | $22, 100 | $55, 300 
Contractors’ charge, total___._-.---- : a $13, 800 $13, 000 $19, 000 
Contract cost, percent of total_.........__..--- bie ; 62.5 58.5 34.5 


The foregoing shows that the contractors’ portion of the producers’ dollar 
has decreased from 6214 cents in 1935 to 5814 cents in 1941 and to 34% cents 
in 1956. 

Average contractors’ charges per foot are less than in 1935 and only 11.7 
percent higher than in 1941 although average well depths increased 35.5 percent 
in the 1941-56 period. 

This is a considerable technological and economic achievement during the 
last 20 years of continuing inflation. It is a fact that 1956 charges for similar 
wells drilled to comparable depths are actually only about 93 percent of 1941 
costs. For example, footage charge for 3,000-foot wells is now substantially 
less than $4 per foot. 

This surprising record of cost reduction was attained although everything the 
contractor buys has increased substantially in price. As examples, daily labor 
costs are 204 percent and equipment costs 200 percent of 1941 levels. 

It is hardly necessary to point out that costs for these essentials to all indus- 
trial operations are certainly not set by drilling contractors nor even by the 
petroleum industry, but originate elsewhere. 

Contractors have accomplished this economic miracle by improving tools 
and operating skills, average drilling time now being only 54 percent of the 
time required to do an identical job in 1941, 
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Probably no other industry in this Nation has served its customers more con- 
scientiously, more efliciently, more progressively, nor more economically. 

As a service branch of the petroleum producing industry, drilling contractors 
provide, I believe, a clear-cut example of the industry’s overall drive for economy. 
The advance in the drilling art outlined above, came about only as a result of 
hard competition between drilling contractors coupled with efforts on the part 
of our customers and ourselves to reduce costs. The net effect has enabled 
additional holes to be drilled with funds available, thus finding new reserves 
and holding cost to the public at a minimum. 

It is my opinion that petroleum products prices would be much higher today 
had not this intensive drive for lower drilling costs been successful. 

Unfortunately, however, this process of meeting rapidly increasing costs by 
drilling more speedily has about run its course. Technological and equipment 
improvements—research on an industry scale—come about only when funds 
are available for reinvestment in a business. Relatively few drilling contractors 
have been able to add to, or upgrade equipment during the past year, owing to 
over-severe pressure from our customers, who in turn have been caught between 
relatively constant price of crude oil and steadily rising costs for their labor 
and indeed all purchases other than for footage drilled. 

Drilling activity is peculiarly a function of confidence—the confidence of 
our customers in the market for and monetary return from their crude oil 
production. Each well represents a substantial investment and in the nature 
of things, very few holes must be drilled at any given time. Thus, uncertainty, 
as at present, reduces drilling markedly. For example, 2,250 rigs are operating 
in the United States now, compared with 2,310 two weeks ago; 2,535 one year 
ago, and 3,137 on December 19, 1955. 

Historically, each hole drilled (producer or dry) adds about 75,000 barrels to 
our Nation’s reserves. Currently, each rotary rig operating completes 18-plus 
holes per year. If the present trend continues, our outlook for an ample supply 
of domestic crude, sufficient for emergencies, is not good. 

Only the drill finds oil. 

The foregoing data represent only a suggestion of the statement I would make, 
if the committee should care to have me elaborate on this matter of drilling 
eosts. This letter is being sent you in triplicate and I would appreciate it if you 
would see that Representative Harris and the committee counsel receive copies. 

I appreciate your many kindnesses and look forward to visiting with you in 
the near future. If other data would be useful, please advise. 

Sincerely yours, 
JACK H. ABERNATHY. 


Mr. Detanry. Congressman Jarman asked me to present it to this 
committee. 

Unless you have questions, that concludes my statement. 

Mr. McHven. Mr. Delaney, do you think that separating the inter 
national oil companies from their control over the transportation of 
oil, that is, pipeline companies, pipeline transportation, and tanker 
transportation, would promote or advance competition ? 

Mr. Devaney. Indeed it would, and I think that if there could be 
no oil transported by a company-owned tanker—I do not think we 
would be seeing a price of $46.22 a ton set up to transport oil from 
Persian Gulf points to Great Britain. I do not think we will see 
$16.83 set up to transportation cost from Netherlands West Indies 
points to the United Kingdom, or $7.81 set up as a cost to transport it 
to the eastern seaboard of this ¢ ound y. 

I think you have put your finger on the profit-control mechanism 
of the petroleum interests, and it lies in the transportation system. 

Mr. McHvuen. I gather you do not feel that cost increases since 
August of last year to the present time have justified this tremendous 
increase in tanker tr ansportation rates ¢ 

Mr. Devaney. I cannot conceive of any basis upon which—I have 
seen nothing in the press to indicate that they doubled and tripled the 
wages of these men that run these ships. I have not seen that the 
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fuel costs have gone up seriously, and I cannot see any basis or jus- 
tification except a willingness to charge what they think the traffic 
will bear. 

Senator O’Manoney. Your opinion, then, is that since the closing 
of the Suez Canal, the larger international companies have been 
charging what the traffic will bear? 

Mr. Detaney. In reference to the transportation of oil, if they are 
paying the same scale to their own ships that the Oil and Gas Journal 
arn as going current rates in the two issues from which I have 
quoted. 

Senator O’Manonery. You have recited certain facts and possibili- 
ties which have led me to the conclusion that the 15 giant corpora- 
tions which make up the original membership of the MEEC, having 
a selfish interest in the transportation of oil and the delivery of oil, 
have a conflict of interest when they undertake to manage for the 
Government the oil-lift program, and that the Government itself 
should be in complete charge, relying upon their cooperation. 

This is particularly true since under the procedures that we follow, 
these major companies are granted immunity from the antitrust laws 
in certain particulars. 

We thank you very much, Mr. Delaney, for a very, very clear 
statement. I am sure the committee will benefit from it and the 
public will have an opportunity to obtain much-needed enlightenment. 

Mr. Detaney. Thank you, Senator. 

Senator O’Manonry. Thank you. 

The committee will stand in recess at the call of the Chair. 

(Whereupon, at 11:55 a. m., the committee adjourned, subject to 
the call of the Chair.) 
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EMERGENCY OIL LIFT PROGRAM AND RELATED OIL 
PROBLEMS 


THURSDAY, FEBRUARY 28, 1957 


Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, AND 
SUBCOMMITTEE ON Pubic LANDs oF THE 
CoMMITTEE ON INTERIOR AND INsULAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 9:20 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman) and O’Mahoney (presid- 
ing) of the Subcommitte on Antitrust and Monopoly of the Com- 
mittee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), Barrett, and Carroll, of the Subcommittee on Public Lands, 
of the Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel; Gareth M. Neville, assistant counsel, Antitrust; 
James De Maras, Jr., research consultant, Public Lands; H. B. Watson 
Snyder, consultant, Antitrust; Peter Chumbris, counsel for minority, 
Antitrust; Carlile Bolton-Smith, counsel for Senator Wiley. 

Senator O’Manonry. The committee will come to order. 

Mr. McHugh, would you call your first witness, 

Mr. McHuaeu. The first witness is Mr. James V. Cresente, executive 
secretary of the Cleveland Independent Gasoline Dealers Association, 
and his attorney, Mr. Thiel. 


STATEMENT OF JAMES V. CRESENTE, EXECUTIVE SECRETARY, 
THE CLEVELAND INDEPENDENT GASOLINE DEALERS ASSOCIA- 
TION, INC., CLEVELAND, OHIO, ACCOMPANIED BY JOSEPH A. 
THIEL, ATTORNEY 


Mr. McHuen. You may proceed, Mr. Cresente. 

Mr. Cresente. Mr. Chairman and gentlemen, my name is James Y. 
Cresente, gasoline dealer in Cleveland, Ohio. 

Mr. McHvueu. Will you explain for the record what the Cleveland 
Independent Gasoline Dealers Association is, what its membership 
consists of, and how many and what types of dealers belong? 

Mr. Cresente. I am the executive secretary of the Cleveland Inde- 
pendent Gasoline Dealers Association. Our association comprises 
about 500 members of all different brands—Sohio, Texas, Pure, Sin- 
clair, and so forth. And our purpose in being here is to protest this 
last increase in price that was forced on the public on January 10. 
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Mr. McHvueu. Does your association represent a particular portion 
of Ohio, or just the Cleveland area ? 

Mr. Cresente. Greater Cleveland, Mr. McHugh. 

Mr. McHvau. Of the total number of retail outlets in that area, 
what percentage are members of your association ? 

Mr. Cresente. Today, appro oximately 50 percent. There are about 
1,065 independent dealers in that area, and we have a little bit better 
than 500 today. 

Mr. Seeitoasy. Go ahead with your statement. 

Senator O’Manonery. Pardon me, Mr. McHugh. Will the witness 
describe the type of dealer who belongs to the association ? 

Mr. Cresente. All dealers, Senator O’Mahoney. 

Senator O’Manonry. You mean, the distributors? 

Mr. Cresente. No; just dealers, retail dealers. 

Mr. McHvuen. Gasoline station operators? 

Mr. Cresente. Gasoline station operators; that is right. 

Senator O’Manonry. You are not representing any tank-wagon 
operators ? 

Mr. Cresente. No; just retailers. 

Senator O’Manonry. Very well. 

Mr. Cresente. For many years the independent gasoline dealer 
has protested the ever-increasing cost of gasoline; these protests have 
been in vain. On January 11, 1957, when the Standard Oil Company 
of Ohio announced a 1-cent-per-g: gallon increase in the cost of gasoline, 
the buying public complained to the independent dealer and accused 
the dealer of making vast profits. Nothing could be further from the 
truth. This is borne out by the following facts: From January 1940 
to October 1956, the dealers suffered a gradual loss of 2.94 percent of 
his gross profit on his regular gasoline. During the same period his 
loss of profit margin for premium amounted to 4.18 percent. 

Mr. McHvuen. | wonder if you would explain those figures for the 
benefit of the subcommittee, so that we will have a clearer under- 
standing about what you mean by this percentage of loss in your 
gross profit. 

Mr. Cresente. Yes. I am using the years that I have been in busi- 
ness, 18 years. I went back to the first year that I started, and at 
that time gasoline was 16 cents per gallon. And for a dollar 

Mr. McHven. You are describing the success of your own particu- 
lar business; is that it? 

Mr. Cresente. Also the businesses of other dealers. 

Mr. McHueu. I see. What is the name of your own business, Mr. 
Cresente ? Q 

Mr. Cresente. Jim’s Pure Oil Service. 

Mr. McHvueu. You operate a retail gasoline station 

Mr. Cresente. That is right. 

Mr. McHvuen. Where is that located ? 

Mr. Cresente. 48th and Woodland Avenue, Cleveland, Ohio. 
What I meant to bring out is that in the last 16 or 17 years our 
profits margin has dipped, regardless of the fact that we have in- 
creased in dollar margim. In 1940 we were av eraging 1834 percent of 
the dollar. At that time, on percent per dollar, the margin was 3 
cents a gallon. Today, as of last October when we finished this sur- 
vey, our percentage ratio dropped to 15.26 percent, despite the fact 
that our dealer margin in cents per dollar is 4.6. 
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Mr. McHvueu. On your gross, or your net ? 

Mr. Cresente. On our gross. So I say, in the 17 years our per- 
centage ratio dropped from 1834 down to 15 percent, despite the fact 
that we had received a 1.16 cent margin increase. 

So the economy is going the other w ay around. We are losing 
every day. And our objection mostly is because of the fact that con- 
sumers think we are making that money, and we are not; and this 
last increase 

Mr. McHvuen. When you say “making that money,” you mean the 
increase that has been passed on to the consumer / 

Mr. Cresentr. Yes. Speaking for the last 4 years, 1953, the oil 
companies received a 3-cent increase on the price of gasoline, and 
the dealers in our area have not received one-tenth of a cent; the oil 
companies have taken it all. 

Mr. McHvuen. This 3-cent increase is an increase in cost to you, 
when the major oil companies sell you gasoline ? 

Mr. Cresenre. That is right, Mr. McHugh. 

Mr. McHvuen. What type of ¢ gas do you carry in your station ? 

Mr. Cresente. Both grades, regular and premium. 

Mr. McHvueu. What major brands? 

Mr. Cresente. Pure Oil. 

Senator Kerauver. Do you think that situation is prevalent among 
the other dealers in Cleveland as well as yourself? 

Mr. Cresente. That is right, Senator; all the same. 

Mr. McHvueun. Has your association compiled any figures to reflect 
what the profit situation has been of your membership, as a whole? 

Mr. Cresente. About the only fact I can give you on that, Mr. 
McHugh, is about 25 to 30 percent of our dealers are turning over. 
It is virtually impossible for us to get the profits of the station re- 
tailers. Most of these boys do not have bookkeepers, and some of 
them are reluctant to admit to what they are making. But we know 
the turnover that we have 

Mr. McHvucu. You mean, going out of business ? 

Mr. Cresente. That is right—that they are not making any money. 

Shall I continue, Mr. McHugh ? 

Mr. McHven. Yes, please. 

Mr. Cresentre. Within the last several years, premium gasoline has 
equaled, and in some cases surpassed, the sale of regular. The differ- 
ence in price up until 1950 was 2 cents per gallon. One-half cent, or 
25 percent of the 2-cent difference, was p: assed on to the dealer. Today, 
the difference in price between regular and superpremium is 4 cents 
per gallon. Instead of ms Lintaining the same 25 percent ratio which 
would allow the dealer 1 cent extra margin for high-cost handling, the 
amount passed on to the dealer is still one-half cent, but now it is only 
12.5 percent of the difference in the price of the 2 grades of gasoline. 

Mr. McHvexu. When you say that increase is passe don to the dealer, 
will you explain exactly what you mean by that ? 

Mr. Cresente. In our State the retail price and the wholesale price 
is set by Standard Oil of Ohio. That is the basis of our complaint. 
We do not set the price. 

Senator O’Manoney. How do you eco that? 

Mr. Cresente. Well, in the Cl a map 
on the statement you can look at—in our area there are 88 company- 
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operated stations, operated by Standard Oil of Ohio. These stations 
pe ost a retail price today of 29.9 on regular gas. To their dealers, to the 

tandard Oil dealers, they give a wholesale price of 25.3 today. The 
margin between those two prices is the margin that our dealers are 
working on. 

If we tried to get above 29.9, all we do is drive the business back 
into these Sohio stations. Many of our boys tried to pass that line 
because of our better service, needing more money to operate their 
stations, hiring better help. But as long as they go over 29.9, Standard 
Oil enjoys the possibility of soaking up all that business in our area 
nant McHvueu. This 29.9 is the retail price set by Standard Oil of 

110 

Mr. Cresente. That is right, at their company-operated stations. 

Mr. McHven. At their company-operated stations? 

Mr. Cresente. Take a look at these pictures; I think that will ex- 
plain it. 

Senator O’Manonry. What do you mean by a company-operated 
ee 

Mr. Cresentre. A company-operated station is a station owned 
by Standard Oil of Ohio, which they operate with salaried employees, 
giving them all the benefits of industry—straight time 

Senator O’Manonry. So that the operator of the filling station 
is an employee of Standard Oil of Ohio? 

Mr. Cresente. That is right. 

Senator O’Manoney. It is not free enterprise? 

Mr. Cresente. That is right. 

Senator O’Manonry. He is taking no risk, but taking orders? 

Mr. Cresente. That is right. 

Senator O’Manonry. He gets a salary for doing it? 

Mr. Cresente. That is right. 

Mr. McHven. On this retail price of 29.9 that is established by the 
wholly owned outlets of Standard of Ohio, what is the tank wagon 
or wholesale price on that gasoline? 

Mr. Cresente. 25.3. 

Mr. McHvuen. 25.3? 

Mr. Cresente. That is right. 

Mr. McHven. How is that wholesale or that tank wagon price 
established ? 

Mr. Cresente. Well, the tank wagon price is established by selling 
the gas to the independent Sohio dealers—in other words, a tank 
wagon price to the dealer. 

Mr. McHven. Established by Standard Oil of Ohio? 

Mr. Cresente. Established by Standard Oil of Ohio. 

And this price was followed by all of the other major brands 
in the area. The wholesale price of the other major brands 
of gasoline in our area is 25.3, for all nationally owned brands. So 
they all follow suit on Sohio’s wholesale price to the independent 
retailer, and Sohio comes back and posts a price of 29.9 to their own 
company outlets, so the difference between that is our margin, 4.6. 
That is how they establish that. 

Now, they maintain that we can go above that if we want to, but 
that is just committing business suicide, because if we climb over that 
price, little by little that gallonage goes back to the Sohio stations 
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at the lowest price. And the lowest price stations are at 29.9 in the 
Cleveland area. 

Mr. McHven. In what form is the first announcement of a price 
change made? How does it come about? 

Mr. Cresente. I will explain it to you. It is in the testimony here, 
when I get to it. 

Senator O’Manonry. What you are saying is that the Standard 
Oil Company of Ohio, by fixing the price—which is below that at 
which the independent oper: ator can operate at a profit—is driving 
the independent out of business? 

Mr. Cresente. That is right. 

And I want to make this one point clear, Senator O’Mahoney. 
We doubt very much that Standard Oil of Ohio could operate the 
stations on that existing margin, if they charge off every bit of expense 
that they have on those stations. They are using those stations as 
price beacons to set and control price in that area. 

Senator O’Manonry. You are saying, then, that Standard of Ohio 
operates its stations at a lower price than the economy of operating 
an independent station would justify and that, as a result, they are 
gradually driving the independent local dealer out of business? 

Mr. Cresente. Correct. 

Senator O’Manonry. Do you believe that any steps should be taken 
to prevent a company like Standard of Ohio from operating filling 
stations at which gasoline would be sold below operating costs ! 

Mr. CrESENTE. Definitely. 

I would like to see Standard Oil of Ohio divorced from the com- 
pany outlets—either get into the picture, owning all the stations, or 
get out of the company-operated outlet s—because they are in direct 
competition with their own dealers. They have forced these deal- 
ers to go along with the Standard Oil price, not only on gasoline but 
many times on TBA. They post a price, for example, of $17.95 for 
atire. Now, at that price, there is very little profit. But it is nicely 
advertised—I mean, State-advertised—and the consumer sees that 
price and demands the same price from the independent dealer. 

Mr. McHvucu. What do you means by the term “TBA”? 

Mr. Cresente. Tires, batteries, and accessories. 

So it is a squeeze play, no matter how you look at it. So we feel 
it is unfair. 

In going back to our statement, Senator O’Mahoney, I believe that 
the best solution for our cause is to see that Standard Oil of Ohio dis- 
possesses itself of their company-operated stations, turns them over 
to the dealers, and stays in the refining business, or buys them all 
back and operates all the stations. If they wish to operate at 4.6, fine, 
either way is all right with us. 

Senator O’Manoney. In what area does the Standard of Ohio op- 
erate ? 

Mr. Cresente. In the State of Ohio. 

Senator O’Manoney. Just in the State? 

Mr. Cresente. That is right. 

Senator O’Manoney. It doesn’t engage in interstate commerce? 

Mr. Cresente. Only to the extent that they get oil from other 
States. I think at one time, 2 years ago, they branched out into Michi- 
gan with a small outlet—I am pretty ; sure of that fact—but since that 
time I don’t know whether they have continued or not. 
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Senator O’Manonry. Is the Standard of Ohio an integrated com- 
pany ¢ 
Mr. Cresente. Partially—30 percent—they produce 30 percent of 
their own crude oil, and then push it through to the refining and station 
end of it—they buy 70 percent of their crude on the outside. ; 

Senator O’Manonry. They produce some oil, and they purchase oil 
from outside the State of Ohio? 

Mr. Cresenvre. That is right, sir. 

Senator O’Manonery. They have a refinery in Ohio? 

Mr. Cresente. I think they have two. 

Senator O’Manonry. Two refineries in the State of Ohio? 

Mr. Cresente. That is right. 

Senator O’Manonery. They have how many stations / 

Mr. Cresente. They have approximately 4,000 outlets in the State of 
Ohio. 

Senator O’Manoney. How many outlets of all local filling stations, 
overall, are there in the State of Ohio? 

Mr. Cresente. The exact figure, I think, is about 9,400 stations, 
thereabouts, give or take some, 9,400 drive-in stations. 

Senator O’Manonry. How much does it cost to operate a filling 
station nowadays, on the average ? 

Mr. Cresente. For an independent ? 

Senator O’Manoney. Yes. 

Mr. Cresente. Well, that is a question that is pretty hard to answer, 
sir. I have 2 full-time employees—just basing it on my situation, it 
costs me, just for salaries alone, $165 a week, just for salaries alone. 
And that is topmen. 

Now, we know that these men, like everybody else, every time there 
is a wage increase around the city, they expect more money. 

Senator O’Manoney. What is the capital investment ¢ 

Mr. Cresente. Anywhere from $7,000 to $25,000. 

Senator O’Manonry. Where do you get your pumps? . 

Mr. Cresen're. The oil companies provide that. 

Senator O’Manoney. Do you mean that the Pure Oil Co. pro- 
vides pumps for filling stations that run Pure Oil gas? 

Mr. Cresente. Yes, sir; most oil companies do that. In a lessee- 
type station they provide the station, the pumps and the lift. 

Senator O’Manoney. Is there any general rule for the operation 
of lessee stations and independent stations and company-owned 
stations ¢ 

Mr. Cresente. Well, the only difference there is, the company- 
operated stations have salaried men that get paid through the com- 
pany, all expenses are paid by the company, and these boys receive 
their salaries. : 

As far as we are concerned, independent dealers, we have no set 
rule, other than paying our bills when they come due and buying 
the merchandise from that company. In other words, we are respon- 
sible for everything that comes to our station. 

Senator O’Manonry. What is the effect upon the independent 
dealer of the lessee operator ¢ 

Mr. Cresente. How do you mean that, sir, the effect ? 

Senator O’Manoney. You testified that the Standard of Ohio- 
owned stations, because of the sale of gasoline below the cost of the 
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independent, have an advantage over the independent, and put him 
in a squeeze. } 

Does the operation of a leased station put the independent in a 
squeeze ? 

Mr. Cresene. In some cases, yes; and in some cases, no; it depends 
upon the location of that station. 

Generally, the independent retailer, like myself, who has to invest 
the money, buy the equipment and the inventory, feels that he has 
to have a certain percentage of return on his investment, plus his 
time. , 

Well, with the company-operated stations, that is barely possible 
at times. 

Senator O’Manonery. Looking forward, do you care to express any 
opinion of what the trend is, so far as the independent operator is 
concerned? Can he, under the conditions that now exist, continue 
to live? 

Mr. Cresente. No, sir. 

We predict—I think part of this is in this testimony—we pre- 
dict that within the next 5 years at least 20 to 25 percent of our 
dealers will go out of business because of labor alone. We must have 
margins to have more money to buy better labor. 

In a city like Cleveland, or like Chicago or Detroit, where you have 
a population of a million or more, labor is a scarce commodity, we 
‘an’t buy it. So, if we are to stay in business, we must have larger 
profit margins. And we can’t get that as long as Standard Oil of 
Ohio operates company-operated stations. 

Senator O’Manonry. What is the labor problem so far as Standard 
of Ohio is concerned ? 

Mr. Cresente. It is very good for Standard Oil, because they offer 
all the inducements and all the fringe benefits of other industries. I 
think their starting rate is $1.60 per hour, going up to $2 an hour, 
plus percentage on TBA, tires, batteries, and accessories. 

They have overtime over 40 hours, vacations with pay, insurance, 
stock-purchasing plan, which will attract a man into the station. 
But we can’t offer that, because we are a 1-year contract subject to 
removal at any time. So we can’t guarantee a man security when 
we haven’t got it ourselves. 

Mr. McHwuen. Mr. Cresente, about what percentage of Standard 
of Ohio’s retail outlets are company owned, and what percentage 
would be under lease ? 

Mr. Cresente. Just about 10 percent, 10 percent of all the stations 
are owned by Sohio, company owned. And they are spaced very 
strategically in every location to set and control the price in those 
areas. 

Mr. McHveu. The other 90 percent of their retail outlets, then, are 
operated under lease? 

Mr. Cresente. Lease, or owned by individuals and leased third 
party, subleased. 

Senator Kerauver. May I ask you, sir, is this not similar to the 
procedure which the Standard Oil of Indiana inaugurated in Detroit 
In giving one price to certain so-called job retailers and a higher price 
to its independent or regular filling station customers ? 

Mr. Cresente. Well, Senator, I am not too familiar with the Michi- 
gan area—the Indiana area—but I would say it is on the same basis. 
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In our area, the jobber is given an extra 3 cents per gallon. And some 
of those jobbers do operate their own stations. I think we have one 
in Cleveland that does that. 

Senator Kerauver. You mean they get a reduction of an extra 3 
cents a gallon ? 

Mr. Cresente. Three and one-tenths I believe is the figure. They 
are a jobber outlet, and they have stations of their own, 30 or 40 in 
some cases, and they become a jobber; this way the keep the extra 
3 cents, plus the going margin in those areas. 

Senator Kerauver. They don’t become a jobber except to serve 
themselves; do they ? 

Mr. Cresente. That is right. 

Senator Krerauver. They are just called jobbers, but they are 
actually retailers. 

Mr. Cresente. In this case we have in Cleveland, we have, I think, 
two jobbers, and both own stations but do not operate them, they lease 
them out through dealers like myself. Only in the event that they 
cannot get a dealer to operate those stations, they will operate the 
station until the time comes they can put a dealer in there. 

Senator Kerauver. But here, in your case, the main criticism you 
have is that Standard Oil of Ohio—does it sell to its own stations at 
a lower price than it sells to you? 

Mr. Cresente. No, sir. 

Senator Keravuver. But, having an integrated company, it can 
undercut your costs of operation ¢ 

Mr. CresenTE. You are bringing up a good point, Senator Kefauver. 
We assume they sell their gas to the company-operated stations at the 
same price we pay for it. Of course, those records are never available. 

Senator Keravuver. That is just an assumption. 

Mr. Cresente. Yes. You must remember that with a company- 
operated station they not only have our margin to work from, the 
jobber margin, but the refiner’s profit, so they have a long stretch to 
work from. We maintain that they cannot operate those stations on 
the same margins they give us, because all surrounding stations around 
Ohio, all the retailers in that area, are working at 6 and 614 cents 
percentage; only in Ohio are we forced to operate at 4.6, because of 
company-operated stations. 

Senator Keravuver. You are familiar with the bills that are pending 
in Congress, H. R. 11 and S. 11? 

Mr. Cresente. Yes. 

Senator Kerauver. Do you think that might give you some pro- 
tection ? 

Mr. Cresente. We haven’t studied that bill yet. We have been on 
this thing for the last month. And I just received a copy from Johnny 
Nerlinger. 

Mr. McHvueu. Will you continue with your statement ? 

Mr. Cresente. Price increase of gasoline at the pump from January 
1940 to October 1956 amounts to 13.4 cents per gallon. Deducting the 
increase in Federal and State taxes of 4 cents per gallon during this 
period, will leave 9.4 cents that went to the industry. 

From this 9.4 cents, 7.8 cents per gallon or 83 percent was kept by the 
suppliers. The remainder, 1.6 cents per gallon, or 17 percent, was 
passed on to the dealer. The economic balance here is very poor. 
The State, with no investment, did better than the dealer. The 
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above, I believe, shows that the independent dealer has not profited 
as the individual consumer believes. 

Mr. McHueu. By “83 percent by the suppliers,” you mean the 
major compi unies or their distributors ¢ 

Mr. Cresente. That is right. 

It should be noted that the 1-cent increase per gallon by the Stand- 
ard Oil Company of Ohio, was immediately followed by all other 
suppliers in the Cleveland marketing area. This increase, of course, 
was on the tank-wagon price to dealers, which, of course, then reflected 
itself in the retail price, which again cut the gross profit percentage 
of the dealer. 

As independent dealers, our only recourse was to Congress, as the 
oil companies refused to discuss this increase which the independent 
dealer felt was a gouge foisted on the consumer. 

We may ask ourselves what necessitated this increase. The oil 
companies publicly stated that it was due to the increase in crude oil 
prices. We ask ourselves who increased the crude-oil prices, other 
than the oil companies. Thus it follows that the profits of the increase 
were all taken by the oil companies. It did not profit the consumer or 
the independent dealer. 

Mr. McHueu. The 1-cent increase that you speak of here, has that 
price continued to hold at the retail level in the Cleveland area? 

Mr. Cresente. Yes. 

Mr. McHueu. All of the retail outlets have added the 1-cent increase 
to their cost ? 

Mr. Cresente. Yes, sir; they are forced to, they couldn’t absorb 
that. In other words, they passed their tank-wagon increase on to the 
pump price. 

Mr. McHveu. None of the 1-cent increase, then, as I understand 
from your statement, has gone to the dealer ? 

Mr. Cresenre. None at all. To be specific, Mr. McHugh, nothing 
in the last 4 years—that is the third cent they have taken in 4 years, 
now, and we have received nothing. 

Mr. McHveu. How has this increase affected your sales of gasoline ? 

Mr. Cresenre. At first the public was very indignant, they felt that 
we had gotten an increase, because on December 18—this takes some 
explanation, Mr. McHugh—on December 18, Standard Oil of Ohio 
dropped the price of gasoline a half a cent. 

Mr. McHveu. On December 18 ? 

Mr. Cresente. Of last year. At that time they admitted that 
because of oversupply of gasoline they reduced the price of gasoline 
one-half cent, but raised it on heating oils. 

Three weeks later they raised that price 1 cent, plus another half 
cent on heating oils. So they just took it away for 3 weeks and came 
back with a full cent. So, naturally, the consumers felt at that time 
that gas had gone down, and when, 3 weeks later, it came back up 
again, they thought it was us that was raising the price. It wasn’t. 
We had to pass that price increase on because we couldn’t absorb it. 

Mr. McHueu. Was the increase in price of December 18, that you 
are speaking of, publicized ¢ 

Mr. Cresente. Yes. On December 18 they dropped the price a 
half a cent, and as you can see—— 

Mr. McHveun. By “they” you mean Standard of Ohio? 
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Mr. Cresente. That is right. And they received quite a bit of 
coverage on that half-cent decrease. And they stated at that time, in 
the papers, the reason they cut the price was because there was an ) 
oversupply of gasoline at that time. 

Now, 3 weeks later—now, this made headlines, front page—3 weeks | : 
later they dropped the price—I mean, they raised the price 1 cent, but 7 
it appeared now in the obituary column where you couldn’t see it. 
So naturally the consumers felt that we were trying to pull a fast one. 
We weren’t. We cut it out and showed them. 

So, from that day on, as we discussed before, we prepared petitions 
and sent them out to every one of our stations and had these consumers 
sign these petitions to protest the price increase. And we have these 
petitions here for your scrutiny. 

Mr. McHveu. I believe you were explaining before what the effect 
of the January increase has had upon your sales. 

Mr. Cresente. It reduces our gross-profit margin, because if the 
price increase in our margin is the same, I think it drops about two- 
tenths of 1 percent per gallon. 

Mr. McHveu. How has it affected the total amount of your sales? 

Mr. Cresente. It won’t, because gas is a necessity. They have got 
to buy it, regardless. And they will complain, they will squawk and 
gripe, but they have got to buy it. If they don’t buy it from us, they 
have got to go across the street and buy it in a Shell station or Standard 
station, and the price there is the same as Standard Oil. 

Mr. McHven. As I understand it, there hasn’t been such a public 
resentment against the increase so that it has actually resulted in less 
gasoline being sold? 

Mr. Cresente. No. It would be if we were competitive, but it is not 
competitive. The price is there, you can either buy it at Standard 
Oil for 29.9 or go across the street and buy a different brand at 29.9, 
and that is it, they have got to have the gasoline, and that is it, they 
have got to buy it. 

And the way we explain it to our boys, it is a sweet business. 

Mr. McHueu. You may continue, Mr. Cresente. 

Mr. Cresente. I do not believe that one must be an economist nor 
an accountant to see through this situation. It is most evident that 
the profits of the oil companies have continued to rise; one only has 
to look at their profit-and-loss statements. 

It is further evident that at the time of this recent increase in price, 
there was no increase in costs of operation incurred by the oil com- 
panies. However, the cost to the independent dealer has continued 
to rise. 

Within the last few years, the trade papers have been headlining 
the differences of opinion as to margins, overbuilding of stations, price 
wars, et cetera, existing between the dealers and suppliers. Both 
segments, at times, have been forceful in setting forth their reasons, 
and in the customary American manner, both sides were committed 
to respect the opinion of the other side. But in the background, while 
the opinions were being exchanged, the third man in the ring, labor, 
the sinister force that controls the destiny of both sides, completely 
ignoring the continuous harangue within the family, kept looming its 
imposing mass between the both parties. 

Today, bigger and stronger than ever and with no chance of it 
ever receding into that basement of bargain commodities, it will, 





EMERGENCY OIL LIFT PROGRAM 923 


within the next few short years, decide the fate of many independent 
dealers throughout the Nation. 

Labor, today, is the largest single factor that decides whether the 
dealer will stay in business. The availability of good poster-type 
sales and service attendants is nil. Like George Gobel says, “You can 
hardly get those things no more.” 

Other varied industries, with its lucrative inducements to soak 
up all the cream of the labor crop, is leaving nothing but the leftovers 
behind for the small merchants to scramble for. 

Our business, which up to date has never and can never offer the 
suitable conditions of employment demanded by even the leftovers, 
looks like it will be the first of the small group of businesses to gasp 
its last breath. Many dealers have echoed with resigned dissatisfac- 
tion the expression uttered by one midwestern dealer who was quoted 
in an OTIC release written by Mr. Jordan, vice president of market- 
ing of the APT, “I’m tired of hiring men that nobody else wants.” 

The Nation’s factories today are not only offering better pay to the 
available labor crop, but benefits that no intelligent. worker can afford 
to ignore. This, with job security, pensions, and better working con- 
ditions, makes it virtually impossible for our dealers to compete in 
attracting those better grade “poster-type” sales and service attend- 
ants who practically guarantee the successful operator of a smooth- 
running service station. 

Our ‘city, based on a survey conducted by the largest newspaper 
in Ohio, has the highest labor rate of any city in the Nation. It will 
be inter esting to note, then, a comparison of the hourly rate being 
paid to employ ees in service stations, and to employees of diversified 
industrial factories. 

(The comparison referred to is as follows:) 


Hourly rate for employees of independent service stations at close of 1956 


rns etre ss a a a ee a i Soe! $1. 35% 

re PCR OE CUO WOR CUIOr DECIR nase ie id ets cc gnc ann 4 

Percentage of stations paying extra benefits: 
i a aia nes hatin atid be amintntiesas diel apaagdgia emcasian anal erst Acad 71 
ee eaten Seana a ee aetna bits cil sieeteaes 20 
rn II IIT ee oe el ceil 14 
Ue ied cles ca detention anceiiena ain eaaciaato ape niigaiiod 35 
I ere seme ana aieietas onsale ee ee ee 14 
NN NN a Sach ass epee detnd gehen ce stati eet anes heincl aapeitiotn pig ia cite ae 4 


Outstanding facts gleaned from above survey: 


ReOe SUMS WR GOT 5. Cd i sa asseeeiine bbs dee eset ee $1. 90 
renner, Warnes UYU a an as a a enc ab ce cal lesen ed are noe ee 
Value of fringe benefits per hour, less than _______~_ se eee ee $0. 10 
Highest number of employees hired in 1 year________--_-__-------------- 17 


In comparison is the earnings of the average factory worker from some 287 
industrial plants as prepared.by the Associated Industries of Cleveland. 


Hourly rate for average factory worker at close of 1956 








Total 
Average hourly rate Value fringe benefits per hour hourly 
rate plus 
benefits 
eee - —— = | « me = | 
$1.915, 1 to 49 employees. __.................--- $0.35, 1 to 100 employees___--_.-...-.----- } $2. 265 
$1.935, 50 to 99 employees. -_-_..........-....-.--.- $0.35, 1 to 100 employees_............-..-..- | 2. 285 
$2.055, 100 to 499 employees-_--.....-.---.----.-. | $0..369, 1 to 100 employees_._........_.. --| 2. 424 
$2.095, 500 to 999 employees____-.....--...-.--- $0.369, 1 to 100 employees__..._...-....-.- . 2. 464 


$2.255, 1,000 and over employees. ---..---.-.---- $0.39, 1,000 and over employees-.--------- aa 2. 645 
| 
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ADDITIONAL FACTS 


An average of 71% to 10 cents an hour will be added to the hourly rate of the 
factory worker, plus an additional 5 to 7 cents an hour on the fringe benefits, 
for each successive year for the length of the labor contract. Many have been 
signed to run into 1961. 


Ford Motor Co., at this writing, just revealed that their average employee 
worked 44.6 hours per week and earned $114.95 for each week, exclusive of all 
fringe benefits. 


Some fringe benefits included: Pensions, insurance, vacation with pay, sick 
pay, automatic raises, stock-purchase plan, paid holidays, overtime, guaranteed 
annual wage. 

Mr. Cresente. I will give a brief explanation, Mr. McHugh. 

Mr. McHveu. I think it would be helpful if you would. 

Mr. Cresente. We just compared last October the average hourly 
rate for our employees in our service stations with the hourly rates 
of workers in factories. The average hourly rate for our service- 
station employees came to $1.3514 per hour. The turnover was 4 
per station. And the percentage of benefits paid to these employees 
was not in comparison with the fringe benefits paid to industry. 

I would just explain that the highest wage per hour in our station 
was $1.90 per hour, and the lowest 75 cents. In the factories, the 
lowest starting rate is $1.9114 per hour, plus 35 cents an hour fringe 
benefits, which made it $2.2614 an hour, all told, for the lowest paid 
factory worker in our area. The highest, of course, is $2.6414 per 
hour. 

Also, an average of 714 to 10 cents an hour will be added to the 
hourly rate of the factory worker, plus an additional 5 to 7 cents an 
hour on the fringe benefits, for each successive year for the length 
of the labor contract. Many have been signed to run into 1961. 

Ford Motor Co., at this writing, just revealed that their average 
employee worked 44.6 hours per week and earned $114.95 for each 
week, exclusive of all fringe benefits. 

Mr. McHueun. Mr. Cresente, this average hourly rate of $1.35 for 
independent service stations, how does that compare with the average 
of the employees at the company-owned retail outlets ? 

Mr. Cresente. The company-owned retail outlets, their starting 
rate, I think, is $1.60 an hour, plus an automatic raise after the first 
3 months. They go as high as $2 an hour, plus 1214 percent com- 
mission on all TBA sales, plus, of course, all the extra fringe benefits 
that other industries enjoy, just the same as—pensions, insurance, 
vacation, stock-purchase plan, paid holidays, and overtime. 

Mr. McHveu. Is the commission on TBA sales paid to all em- 
ployees ? 

Mr. Cresente. Allemployees. Any employees that sell any amount 
of TBA will receive 1214 percent commission, plus their hourly rate 
of pay. 

Senator O’Manoney. It isn’t quite clear to me what your table on 
page 3 is intended to convey. It is entitled, “Hourly Rate for Em- 
ployees of Independent Service Stations at Close of 1956.” There 
the hourly rate is given in the first column. In the second column 
is given the turnover, and then in the third column the percentage of 
stations paying extra benefits. 

Is this survey of the independent stations, or of all stations ? 

Mr. Cresente. Of our independent stations, sir. 

Senator O’Manoney. 71 percent of your independent stations sup- 
ply their employees with paid uniforms. 
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Mr. Cresente. That is right. 

Senator O’Manoney. Only 20 percent of them give a Christmas 
bonus ¢ 

Mr. Cresente. That is right. 

Senator O’Manoney. Only 14 percent pay social security ? 

Mr. Cresente. For their employees. 

Senator O’Manoney. 35 percent give paid vacations? 

Mr. Cresente. That is right. 

Senator O’Manoney. Fourteen percent give paid insurance ? 

Mr. Cresente. That is right. 

Senator O’Manonry. Only 4 percent provide incentive pay ? 

Mr. Cresente. That is right. 

Senator O’Manoney. What is the status of the company stations 
under this category ? 

Mr. Cresenrr. The company-operated stations, sir, compete with 
industry. They match dollar for dollar the wages paid by, for 
example, General Motors, Ford Motor Co., so forth and so on. 

Senator O’Manonry. That is my point. Do they give all of these 
fringe benefits ? 

Mr. Cresenre. Oh, yes—on the next page. 

Senator O’Manonry. This says, “Some fringe benefits included.’ 

Mr. Cresente. I will tell you what Sohio gives to their employees. 

They have pensions, they have partially paid insurance, vacation 
with pay, sick pay, automatic raises, stock purchase plan, paid holi- 
days, and overtime. That last one is out—they haven't come to that 
yet. 

Senator O’Manonry. When a big company like this offers these 
fringe benefits, and the factory sc: ale of w ages, it becomes impossible 
for you to get labor of that capacity ? 

Mr. Cresente. That is right. 

We cannot meet that, not with the low margins we have today to 
operate from. 

Senator O’Manoney. Do you expect to have any legislation that 
would limit the pay of labor? 

Mr. CresEntE. Oh, no. 

Our purpose, Mr. O’Mahoney, is this: As long as they maintain 
those company-operated stations we can never hope to get above sp 
we have. There isa question in my mind whether that type of oper: 
tion is legal. I believe it is not, to compete with your own Setdane 

As long as they maintain those company-operated stations, we will 
have to stay at a low margin and not be able to buy labor or compete 
with the industries of Cleveland, giving them the same benefits as 
they are getting now in other plants. We can’t give them, for ex- 
ample, the stock purchase plan. We can’t guarantee them a pension, 
because we haven’t got one ourselves. 

So we find ourselves in a very sad predicament. We either have 
to work those hours ourselves and keep hiring leftover labor that no- 
body else wants, and turn them over 3 and 4 and 5 times a year—that 
is not good for our consumers, they want mature men in the filling 
stations to look after their automobiles. And you just can’t teach a 
man who stays there 2 or 3 months, and then leaves, and you have 
to start all over again. 

We can’t expect to get labor of the better type until the day comes 
that those margins are ‘opened up. 
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Senator O’Manonry. The remedy that you see is to separate the 
filling station business from the refining business ? 

Mr. Cresente. Right, sir. 

Senator O’Manoney. Because you contend that unless that is done, 
the independent filling station will become as obsolete as the old 
livery stable? 

Mr. Cresente. That is right, sir. 

The above figures very well indicate the difficult problems that 
dealers encounter in trying to entice desirable help for their stations. 
High-school students, which in most cases have been a major source 
of ‘help for many stations, have become more choosy of late. Even 
they are selecting the more remunerative type of employment—with 
shorter hours and cleaner atmosphere. 

About three rounds of industrial wage increases ago, one of our 
better dealers inserted an ad in the help-wanted section of one of our 
local dailies. He advertised for an experienced service attendant. 
He had hoped later to develop the new man mto a good salesman 
after he was satisfied with the newcomer’s ability. 

The ad ran for 1 week. The wage advertised to be paid, and which 
was clearly stated in the ad, was $6,000 a year, 48 hours a week. Suf- 
fice it to say that about 20 applicants answered the ad—the type that 
our friend, the midwesterner, stated above—‘the men that nobody else 
wants.” Not one of those who applied had the background for service 
station work, and half admitted they had never worked in a station. 

The $6,000 salary offered at that time was better yearly pay than 
industry was paying for skilled, semiskilled, and some professional 
labor. Yet no poster-type worker was interested in applying for 
station work. It was apparent then and now that labor today is 
much more discriminate than it was a decade or two ago. Money is 
only secondary. Security, length of working time, and the benefits 
that go with it, is the inducement today. 

Many potentially good dealers, overworked to exhaustion many 
times, rapidly reach the decision that long hours of toil, with prac- 
tice ally no free time for themselves and family, is not worth the effort. 
Consequently, too many of our rank, who could have developed into 
top sales and service operators, leave the field. 

It easily explains why an operator in our city recently canceled out 
of a profitable 35,000-gallon station. Reason—overworked. He was 
not able to hire the satisfactory personnel needed to help operate the 
station efficiently. Several other dealers, also doing an above average 
gallonage, closed Sundays and shortened their daily hours of oper: ation 
in order to relieve the mental and physical tension that was showing 
on themselves and their employees. 

The successful operator today cannot work alone. The multitude 
of the necessary and important services given to the motorists, need 
the expert attention of more than one man in any one station. Where 
one man doing all the services eventually stagnates, the combined 
efforts of several efficient employees, depending upon the size of the 
station’s business, will always spell progress for the operator and 
stimulate his desire to stay on and improve. Overwork breeds loss of 
interest, disgust, and eventually mental and physical tiredness. Some- 

one has to operate the station. But certainly short leases and narrow 
margins are not the inducements to entice better operators. 

The prestige committee of the API just recently stated in the No- 
vember 21 issue of Gasoline Retailer that: 
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There is no dignity in poverty. To get men who want to be enterprisers rather 
than employees, they have to be shown how to make $10 to $50 an hour. 

Well said. With the help of the industry, I don’t see why this prob- 
lem cannot be worked out. With earning power of that range, enter- 
prising dealers can surely meet the challenge of other industries in 
attracting better grade labor. 

The recommendation of Mr. L. T. White, of that committee, surely 
comes at a time when it is sorely needed. 

Within the last 5 years, labor has received yearly wage increases, 
with a sugar-coated sprinkling of fringe benefits, which has siphoned 
away the better type of labor from our stations. 

Within the next 5 years or less, other industries, which have signed 
long-term labor contracts with unions to guarantee yearly raises for 
their employees, the labor rate will be so fantastically high that not 
only will it be completely impossible to hire anyone for station work, 
but it will be a herculean effort for the oil companies to convince the 
present and prospective dealer not to join the industry march to 
shorter hours, sky-high pay, and those lucrative fringe benefits. And, 
if the talks that were started last year by or ganized labor on the 32- 
hour week for 40-hour pay materialize, the dealer can well for get about 
labor problems. He just won’t have any labor. 

The efforts of dealer associations across the country to attempt cor- 
rection of existing problems, and the slow, reluctant approach of the 
oil companies to do anything about it, seem trivial compared to the 
problems that are being caused by our biggest headache, labor. The 
third man in the ring will in a ver y few short years crowd out a great 
many of our rank. The independent dealer will eventually become 
nothing but a memory. 

The dec lining percentage of gross profit on our dollar and the dif- 
ficulty in obtaining efficient help are posing a most annoying problem. 
Our great industry is definitely obligated to help provide a solution. 
Tenor ing the problem at this time will only aggravate the condition. 

Thus, it would appear that, if additional profits were needed, the 
independent dealer needed them. The dealer has not increased his 
profits as have the oil companies. I believe that, once again, this 
shows the dictatorial policy of the oil companies. 

When we realize that gasoline supplies were in overabundance, it 
‘an be seen that the law of supply and demand would normally dictate 
a reduction in the cost of gasoline. I thus believe that it is self- 
evident that the recent increase had no economic justification, but was 
put into effect to enlarge the profits of the oil companies at the expense 
of the public. 

In Ohio, the market leader is the Standard Oil Company of Ohio. 
Every increase in the price of gasoline has been announced by Standard 
Oil; other oil companies have immediately followed the increase. 

The following newspaper releases show the evident fact that the 
Standard Oil Company of Ohio is the market leader. I might add 
that the price changes announced in the releases were immediately 
followed by the other oil companies : 


[From the Cleveland Plain Dealer, July 29, 1950] 


A price increase of one-half cent a gallon on all grades of gasoline, effective 
Monday, was announced yesterday by the Standard Oil Company of Ohio. 

The boost reflects a general increase in gasoline market prices throughout 
the Nation, and sets a price level over that of January 1, the company said. 
New Sohio prices will be 27 cents for premium and 25 cents for regular, 
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Its new prices are still below those prevailing in surrounding States, Sohio 
said. 
Several other major oil companies here said they had received no word on 
any price revision. News of the Sohio increase will be communicated to the | 
headquarters of the other companies, it was said. 

On January 13 and March 3, Sohio twice made %4-cent reductions. Half-cent 
boosts have been made on May 1 and May 26. 


{from the Cleveland Plain Dealer, June 20, 1953] 


Gasoline prices were raised a penny and a penny and a half a gallon last mid- 
night by the Standard Oil Company of Ohio, the largest distributor in Greater 
Cleveland. 

The increase went into effect at Sohio stations throughout Ohio. They raised 
the prices of Sohio’s regular gasoline X-tane 1 cent to 27.1 and of ethyl Sohio 
supreme a cent and a half to 29.6. 

The boosts here were the first here since March 5, when Sohio and other big 
distributors added 0.3 cent. The last increase before was on December 14, 1950, 
and it was for the same amount. 

A spokesman for the Gulf Refining Co. here said his company would undoubt- 
edly follow Sohio’s actions. 

Speaking for Shell Oil Co., W. Keith Drury, Cleveland sales supervisor, 
reported his company had no comment. 

These increases, said the Ohio release, follow the recent increase in the price 
of crude oil, the first such crude oil price increase since 1947. 


[From the Cleveland Plain Dealer, October 29, 1953] 


A price reduction of 0.2 cent per gallon in regular-grade gasoline at service 
stations operated by the Standard Oil Company of Ohio was announced yesterday 
by Mr. 8. H. Elliott, Sohio vice president in charge of sales. 

The cut, said by the company to reflect current market conditions, becomes 
effective at midnight, applies only to Sohio X-tane gasoline. Price of its pre- 
mium grade remains the same. 

A similar reduction in the wholesale price for dealers throughout the State, 
except in areas where lower prices already prevail, was also announced. 

In the past, following price adjustments by major suppliers, other companies 
have announced like reductions or increase. 


[From the Cleveland Plain Dealer, June 4, 1954] 


A 1 cent per galion price drop in X-tane and supreme gasoline effective 12: 01 
today was announced by the Standard Oil Co. (Ohio). 

In making the announcement, Sohio said the reductions effective at all com- 
pany-operated stations except in “depressed” areas reflected weakened price 
conditions in both wholesale and retail markets. 

Besides the retail drop, Sohio announced a reduction of 0.7 cent in wholesale 
prices of both types. 

Competing companies traditionally follow in such price drops. 


[From the Cleveland Plain Dealer, June 11, 1954] 


The Standard Oil Company of Ohio skimmed another tenth of a cent off the 
gallon price of its standard gasoline at midnight, lowering the cost to 26.8 cents 
at its pumps. 

It also reduced its wholesale price to independent filling stations by 1.5 cents a 
gallon. 

These drops followed June 4 reductions of 1 cent retail and 0.7 cent wholesale. 

Last night’s adjustment did not mollify Attorney J. A. Thiel, who represents 
the Cleveland Independent Gasoline Dealers Association. 

Mr. Thiel said he would keep on working up a petition charging Sohio with 
monopolistic practices. He said Sohio, by controlling both wholesale and retail 
prices, was pinching his dealers’ profit margin to a thinner and thinner wafer. 
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Mr. Thiel said his petition would go to the Justice Department. When Sohio 
cut its retail price 1 cent on Friday, the cut of 0.7 cent from the wholesalers’ price 
narrowed the independents’ profit 0.3 cent. Mr. Thiel protested that his dealers 
should not have to foot any part of the price cut. 

sy reducing the wholesale price another 1.5 cents last night, Sohio, in effect, 
split the difference. But the extra tenth taken off the retail price took back 
two-thirds of what Sohio had given, Mr. Thiel said. 

Against that Samuel H. Elliott, Sohio sales vice president, said the weakness 
in the gasoline market was due to an oversupply in the eastern part of the 
country. 

The Standard Oil Company of Ohio does not establish prices at which its dealers 
sell their products, he said. They are free to sell at any price they can get. 

But, even if they did sell at Sohio station prices, he asserted, their margin 
would be 4.35 cents. Before the war the dealer margin was as low as 3 
cents and the sales volume was only half of what it is now, Elliott said. Gross 
income now is therefore almost three times the prewar income. 

Dealer margins are much lower in Philadelphia, New Jersey, Wilkes-Barre, 
and other areas, Mr. Elliott said. 

Sohio is footing 77 percent of the loss from the price cut and the dealers 23 
percent, he said. 


[From the Cleveland Plain Dealer, June 17, 1954] 


A gasoline-price reduction of 0.2 cent a gallon was put into effect today, effec- 
tive at 12:01 a. m., by the Standard Oil Company of Ohio at its company- 
operated service stations throughout the State, except in depressed areas down- 
state. The move was made to meet lower prices of competitive Jobber suppliers, 
the company said. 

Sohio X-tane price at company-operated stations now is 26.6 and supreme 
29.3 cents a gallon. Prices to dealers were reduced 0.15 cent a gallon. It was the 
third reduction in retail and wholesale prices by the company since June 4. On 
that date, cuts of 1 cent retail and 0.7 cent wholesale were announced. On 
June 10, Standard followed up with reductions of 0.1 to 0.15 cent on retail 
and wholesale, respectively. 

This latest cut will cost the independent gasoline dealer another 0.5 cent a 
gallon. 


[From the Cleveland Plain Dealer, August 12, 1954] 


The Standard Oil Company (Ohio) raised its price of gasoline six-tenths of a 
cent a gallon at jobber, dealer, and retail levels last midnight in most areas in 
Ohio. 

New price for Sohio X-tane is 26% cents at retail. Prices of Sohio Supreme 
were increased the same amount. A number of areas of depressed prices were 
not affected, the company said. 

Prices posted by Sohio at its company-operated stations had declined by 1x5 
cents since June 4. The present action of Sohio leaves its retail price 1 cent 
below the price posted before June 4. 

Strengthening of the market in Ohio and other areas was the reason Sohio 
gave for the present action. 





{IF’rom the Cleveland Plain Dealer, May 10, 1955] 


The Standard Oil Company (Ohio) increased the price of both its regular and 
its Boron Supreme gasolines by 1 cent at its company-operated service stations 
throughout the State at midnight last night. 

Although the quality of Sohio gasolines has been greatly improved with result- 
ing higher costs the new prices are the same as those in effect a year ago, the 
company said. 

Sohio’s regular grade gasoline is now 27% cents per gallon and Sohio’s Boron 
Supreme 30% cents per gallon. 


{From the Cleveland Plain Dealer, June 5, 1956] 


An increase of one-half cent per gallon in the price of both Sohio X-tane and 
Boron Supreme gasolines at company-operated stations in the Cleveland area 
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last midnight was announced today by William H. Doyle, manager of the com- 
pany’s Cleveland sales division. 


Sohio’s X-tane gasoline becomes 28% 9 cents per gallon and Sohio’s Baron Su- 
preme 310 cents per gallon here. 


This brings the X-tane gasoline price at company-operated service stations 
one-half cent above the price prevailing in May 1954. 

Mr. Doyle said this reflected the general increase in gasoline prices through- 
out the eastern United States at refinery and retail levels resulting from ma- 
terial improvements in gasoline quality. 

Mr. McHueu. Perhaps you will explain the purpose of that. 

Mr. Cresente. The purpose there, sir, is every time there is a price 
inerease or price decrease, Standard Oil, the market le ader in Ohio, 
issues out a release to the newspapers. As soon as they issue that re- 
lease, all companies follow suit, whether it is up or down. And, 
generally, in the release they always say that the price has been re- 
duced or increased 1 cent per gallon at Sohio stations. 

Now, toward the latter part of—I think it was about 2 years ago— 
we insisted that they change that; now they only say “company- 
operated stations.” But until that time it was alw ays “Sohio sta- 
tions,” which actually means that they dictated the retail price to the 
dealer. 

Senator O’Manonery. Your point is that the oil company fixes the 
prices ? 

Mr. Cresente. That is right. 

Senator O’ byrne As a matter of fact? 

Mr. Cresente. That is right. 

Senator O’Manonry. Because the oil company, that is, the Stand- 
ard of Ohio, operates on a statewide basis, it has an advantage over 
the local filling station independent operator, who has none of the 
advantages of purchasing crude and refining crude and shipping the 
gasoline to the filling station # 

Mr. Cresente. That is right, sir. 

Senator O’Manoney. I think the point that the witness makes is 
very clear. 

Mr. Cresente. C ontinuing on page 9: 

The recent increase in the price af gasoline alone will cost Ohio 
consumers some $27 million per year. This affects the consumer and, 
in the long run, affected the independent dealer. 

Ohio has a peculiar situation, in that the Standard Oil Company 
of Ohio operates company stations; these constitute approximately 
10 percent of all of their outlets. These company-operated stations 
are strategically located and thus, in actuality, control the market. 

At the present time, these company-operated stations are posting 
the price of gasoline in large red, white, and blue signs. By doing 
this, the Standard Oil Company of Ohio is thus controlling the retail 
price of gasoline. 

It has already been shown that they control the wholesale or tank 
wagon price, and therefore there is no competition at the wholesale 
level but only among dealers at the retail level. 

To show the concentration of the company-operated stations, I 
have set forth on this map, a photostatic copy of which is attached 
hereto, the locations of same. It is to be noted that such stations are 
located on practically every main intersection. 

(The map referred to is as follows :) 
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Mr. Cresente. I am not here to raise the question of dealer mar- 
gins; however, I feel that the above clearly shows that the oil com- 
panies in Ohio dictate to the people and feel that they are not ac- 
countable to anyone, whether it be the people, Congress, or the inde- 
pendent gasoline dealer. 

I could discuss the overbuilding of service stations, the short-term 
leases, the pressure tactics, and other matters which deeply affect the 
livelihood of the independent dealer; however, they are merely more 
evidence of the dictatorial position of the oil companies. 

Recently, my association distributed petitions to be signed by the 
consumers in our area. To date, some 14,000 gasoline consumers in 
our area have signed them. I have these petitions with me and they 
are available for your scrutiny. I believe that this is evidence to the 
effect that the consuming public feel that it is time to halt the ever- 
increasing dictatorial policy of the oil companies which result in a 
“gouge” on the consumer. 

Senator O’Manoney. How would you do that? How would you 
halt what you call “the ever-increasing dictatorial policy of the oil 
companies” ¢ 

Mr. Crescente. First of all, I would like to see the prices rolled back 
/ January 2; that was the day before that 1-cent increase went into 
elfect. 

Secondly, divorcement is the only answer: Divorce Standard Oil 
from the company-operated stations. That is the only way. 

Senator O’Manoney. Prices have been increasing in almost every 

field of endeavor. 
_ Mr. Crescente. Yes, but not ours. In 4 years we have received noth- 
ing. 
You see, Standard Oil raised their price 3 cents within the last 4 
years. And I have been following the account of this investigation, 
where the oil companies have maintained that the increase was long 
overdue because of increased costs. 

Well, our costs increased, too, in the last 4 years. We have had to 
tighten our belts and pinch ourselves to make that margin last. Many 
of our boys had to lay off their help and work longer hours to stay in 
business, hoping against hope that some day we would get a share in 
the increase. We haven’t got that. The oil companies have failed to 
increase that 1 cent because of costs. 

There has been no labor cost in Ohio in the last year, no increase, no 
increase in the cost of transportation, only an increase in the price of 
crude oil. But the crude oil isowned by the company. So they raised 
the price of crude oil and passed the increase on to the consumers. 

We feel, if we can get by 4 years’ time without any increase, we 
don’t see where the oil companies, with all these recordbreaking profits, 
can come back and say that they are entitled to an increase; I don’t buy 
that at all. For 7 straight years they have broken all records. 

Senator O’Manoney. Would you recommend Government price 
control ? 

Mr. Cresente. That is the lesser of two evils. 

Senator O’Manonry. You would rather have Government control 
than the control of the two big companies? 

Mr. Cresente. Let me get to these two last paragraphs, and per- 
haps you can understand how I feel. 
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In closing, I wish to make it understood that we do not condemn 
the oil industry as a whole. I, and 200,000 other dealers across the 
Nation, are a very important segment of the industry. It is our duty, 
as well as management's, to protect the interests of the consumers at 
all times. Our industry has contributed much to the welfare and 
progress of this Nation in peace and in war. It would be unfair to 
condemn the whole because of the ill-advised hasty actions of a greedy 
few. 

This investigation is long overdue. Perhaps when it is over, the 
oil companies may well realize that a new inventory of their relations 
to their dealers and their consumers is needed to keep pace with the 
modern trend. Power in industry, as well as in Government, carries 
important responsibilities. If these responsibilities are abused then 
the power must revert to the people. This is our democratic form 
of Government and the people are the ultimate judge in this country. 

Senator O’Manoney. Any further questions 

Mr. McHveun. I understand, Mr. Cresente, you said that Standard 
of Ohio purchases 30 percent of the crude which they use in their 
refineries ? 

Mr. Cresente. The other way around, Mr. McHugh. They pur- 
chase 70. This is by their own testimony, their statement, at all times. 
They purchase 70 percent on the outside, and they only produce for 
themselves 30 percent. 

Mr. McHvueu. What about the other major integrated companies 
selling in your area, what percentage of the crude which they pur- 
chase do they produce? 

Mr. Cresente. I could not tell you specifically how much they pro- 
duce and how much they buy, but I know that companies like Texas 
and Gulf have large fields, crude oil fields. And I think I am safe 
in saying that they don’t buy 70 percent or 50 percent. 

So, if this increase was actually based on increased costs, it would 
stand to reason that they wouldn’t raise the price one cent, perhaps 
a half cent or a quarter of a cent. 

We had one company who admitted that two-tenths of a cent was 
the largest increase. Now, I cannot divulge that company, because it 
involves people that might be replaced. But it was particularly 

Mr. McHueu. Two-tenths of a cent ? 

Mr. Cresente. Two-tenths of a cent would have been sufficient for 
their company. 

Mr. McHuen. To meet the increase in cost of crude ? 

Mr. Cresenre. And pass it on to the consumer. But there is a 
reason—they all followed the increase, which means control by the 
market leader. 

Mr. McHvueu. Without divulging the name, is this a major com- 
pany you are speaking of ? 

Mr. Cresente. One of the big ones. 

Mr. McHueu. One of the big integrated companies ? 

Mr. Cresente. That is right. 

Senator O’Manonry. Thank you very much, Mr. Cresente. We 
appreciate your testimony. 

Mr. Cresente. Thank you, sir. 

Senator O’Manoney. Let me say, we have two other witnesses, Mr. 
Clark and Mr. Schultz; is that right ? 
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Mr. McHven. That is right. 

Senator O’Manonry. The Senate is to be called in session this morn- 
ing at 11 o’clock. We can sit until 12 now without any difficulty, be- 
cause we will be allowed to proceed during the morning hour before 
the debate on the Middle East resolution begins. 

Nevertheless, it is important to proceed as rapidly as possible. I 
will ask the witnesses to consider first if they are willing to have their 
papers put in the record and then summarize the testimony they desire 
to give. I don’t want to shut anybody off, but we are in a squeeze, too. 


STATMENT OF LESTER CLARK, BRECKENRIDGE, TEX., ACCOM- 
PANIED BY BRUCE STREET, GRAHAM, TEX. 


Mr. Crark. I am Lester Clark. 

Mr. Nevitxie. Will you also identify your associate for the record ? 

Mr. Ciark. The gentleman with me is my partner, Mr. Bruce Street, 
from Graham, Tex. He is sort of my right hand, and my left, too, 
Senator. In other words, he answers questions that I can’t answer. 
And he also represents the West Central Oil & Gas Association, repre- 
senting about 1,800 members in west central Texas. 

My paper doesn’t take very long to read, and if I can go through it 
L believe I can answer a lot of questions on inquiry. 

Senator O’Manonry. You read your paper, and there will be no 
inquiries until you get through. 

Mr. Crark. All right, sir. My name is Lester Clark, and I am an 
independent oil operator from Breckinridge, Tex. 

Senator O’Manonny. You speak of operators and also of com- 
panies. Are you an individual operator ? 

Mr. Crarx. I operate as an individual, Senator, as a partnership, 
primarily, having 2 or 8 partnerships. We do have a small corpora- 
tion which several of us set up for our employees. 

We are only part of it, along with some of our key personnel. And 
we did that in order to give them an incentive and a means of coming 
in on part of the profits. But actually our main and principal opera- 
tions in them, we are just individuals, when he say “company” we call 
ourselves—we have several little names that we go by, but, neverthe- 
less, we are individual operators. 

Senator O’Manoney. Proceed. 

Mr. Ciark. I am speaking for myself as an independent, and, also, 
T have been asked to present these views on behalf of four associations 
in Texas which represent the independent—the Texas Independent 
Producers & Royalty Owners Association, West Central Texas Oil & 
Gas Association, North Texas Oil & Gas Association, and the Pan- 
handle Producers & Royalty Owners Association. 

We commend this investigation and tender to you our complete 
cooperation. For a monopoly to exist anywhere within the oil indus- 
try, it must have control where the oil comes out of the ground—and 
that is where the independent stands. We are, as a result, highly 
sensitive to the problem because if a monopoly gets control we know 
we will be the first to go. 

That is why I am here. I am no expert on economic principles, 
foreign policy, or domestic politics, but, as an Gender leit, I do 


know that my position in the oil industry is being undermined. The 
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only conclusion I can reach is that the forces of monopoly control 
are at work and that a situation favoring the creation of a monopoly 
exists. I believe it may be of benefit to your study to see this from 
the viewpoint of one independent, at least. 

Let me say this right here: Independents are concerned about 
their own well-being, of course, but we are worried, also, about the 
position of the American consumer and the state of our Nation’s 
security. For a long time, we have been saying that reliance on 
foreign oil was an unwise and unsafe course. Events since the clos- 
ing of the Suez Canal have proved our worries were well founded. 

Overseas we have seen our allies—who were entirely dependent on 
imported oil—placed in great danger. Further, we see the consumer 
in nations such as Great Britain, for example, paying 75 cents or 
more per gallon for gasoline. We cannot help but wonder if, here 
at home, some of the things we have recently seen do not indicate 
that America is headed—unnecessarily—in the same direction. 

The independent had been saying, long before Suez, that the public 
policies permitting excessive imports of foreign oil were weakening 
the domestic oil industry. Now, we see the result. For the first 
time in history, the American oil industry is being accused of fail- 
ing to meet the oil needs of this Nation and its Allies. It is impor- 
tant, I believe, to find out why this accusation has been made. 

Has there been any shortage of oil here? 

The answer is “No.” From the time of the Suez closing, until 
now, we have had on hand more than adequate stocks of crude and 
products and, throughout this period, imports adding to these 
stocks have been generally increasing rather than decreasing. 

The simple fact is, that the oil required to meet the needs of our 
allies in Europe has been in the possession of a few American oil 
companies. 

So, I raise the question : If there has been a failure, who has failed? 

Some are saying—and a good many people seem to believe it— 
that the independent has failed, and failed willfully. I would re- 
mind you that the term “independent” is a technical term. By defi- 
nition, it means that I am capable, in my operations, of doing one 
thing: Getting oil out of the ground. I have no pipelines, refineries, 
or marketing facilities. There are literally thousands of such oper- 
ators in the United States. With more than enough oil already above 
ground and being produced, it was unfair to blame those who could 

o no more than bring additional quantities to the surface in the oil 
fields of Texas—but who could not get it out of those fields, much 
less get it to Europe. 

The failure, if there has been one, rests upon those companies 
which had—and have—control of the stocks and production made 
available and which have both the resources and the ability to re- 
spond to Europe’s needs. My point is that the failure has been in 
the use made of the oil available, and the responsibility falls upon 
those who have had that oil in their control. 

Who are these companies? What use have they made of this oil? 

Let me point out to you, first, that 7 oil companies control and 
own 70 percent of the free world’s known reserves of oil and 50 per- 
cent of the world’s oil production. ‘Those companies are, in the 
order of the size of their holdings: Standard Oil Company of New 
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Jersey, Royal Dutch Shell, The Texas Co., Gulf Oil Corp., Socony- 
Mobil, Standard of California, and Creole Petroleum. 

There are several important facts I want to emphasize about this. 

Senator O’Mauonry. May I interrupt you to ask you what the 
authoritative source of that statement is ‘ 

Mr. Crark. I have a statement here made by the survey; there has 
been quite a bit of work done on that. 

Senator O’Manoney. By whom? 

Mr. CrarKk. By the Oil and Gas Journal—I was trying to find the 
exact source, the one that had the 10 largest companies. I will give 
it to you. 

Senator O’Manoney. Insert that in the record. I just want it for 
citation, to be inserted. 

Mr. CrarK. Let’s see what it says. John S. Herold—he is an econ- 
omist, I understand—Inc., of New York, has made a study of all 
these companies. There are really 10 major ones, but I have taken 
the American companies, or their subsidiaries, is what it is. 

Senator O’Manoney. Would you mind offering that for the record ? 

Mr. Cuark. No, sir; I would be very happy to. 

Senator O’Manonry. All right. We will put it in the record at 
this point. 

(The article referred to is as follows :) 


[From the Fort Worth Star-Telegram, Wednesday, January 16, 1957] 


Ten Orn GIANTS OWN MaJority OF RESERVES 


The world’s 10 largest petroleum companies own 78 percent of the free 
world’s oil reserves and have a total appraised net worth more than $47 billion, 
according to a survey released Wednesday by John S. Herold, Inc., of New York. 

The 10 largest, with their appraisal values, in order of size are: Standard 
Oil Co. (New Jersey), $10,821 million; Royal Dutch Shell Group, $6,320 million; 
the Texas Co., $4,577 million; Gulf Oil Corp., $4,329 million; Socony Mobil Oil 
Co., $4,175 million; Standard Oil Co. (California), $3,591 million ; Creole Petro- 
leum Corp., $3,580 million; Humble Oil & Refining, $3,479 million; Standard Oil 
Co. (Indiana), $3,426 million; and British Petroleum Co., $2,865 million. 

Their combined crude reserves of 140 billion barrels are distributed as fol- 
lows: 7 percent in the United States, 1 percent in Canada, 7 percent in South 
America, 83 percent in the Middle East, and 2 percent in the Far East. 

(Source: John 8S. Herold, Inc., Geologists, New York.) 


Mr. Cuarxk. There are several important facts I want to emphasize 
about this: 

1. These American companies owe their rank primarily to holdings 
in foreign lands and are the principal importers of oil into this 
country. 

I think you had testimony the other day, Senator, that showed that 
73 percent of New Jersey’s earnings were outside of the United States, 
aie 67 percent of Gulf’s. I don’t know what the others are, but pri- 
marily, their holdings are outside. 

2. More important, these companies listed have a significant re- 
lationship to my operation and the operations of all other domestic 
producers. When that relationship is understood, it is easier to 
answer the question of what use has been made of the oil supplies 
controlled by these firms. 

Let me make one thing clear. I have no quarrel here with any of 
the domestic companies, large or small, except insofar as they may be 
affiliated with or controlled by the large importers in the furtherance 
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of their conduct. It is true that some of the major domestic companies 
have denied me, and other independents, pipeline connections, as I 
will mention later, but these are matters which can, and will—I am 
sure—be resolved by our railroad commission. 

In fact, I believe that the nonimporting major company is being 
strangled by imports the same as the independent—indeed, the whole 
domestic oil industry is. But these nonimporting majors are not—at 
least not yet—engaged in a life or death struggle, as is the inde- 
pendent. 

In the oilfields, wherever an independent operates, these majors, 
importers and nonimporters alike, are our competitors in the effort 
to secure ownership of oil in the ground. But, maybe more signifi- 
cantly, they are also our customers—the only customers to whom we 
can sell the oil we produce. If we had only the nonimporters to 
compete with, we could get along fine, but the more of their own oil 
these companies import from abroad, the less of our oil they need 
or take. I am sure I do not need to underline the opportunity this 
presents for monopolistic control. 

I do want to add—and stress—some details about the independents’ 
position in this relationship. 

1. We are in position so that our principal competitors also have, 
in effect, sole control over our markets—which they can open or shut 
at their own discretion, obliging their own interests. 

2. If we, the independents, find oil, we can market it by pipeline only 
if these major importers, who own the pipeline facilities, agree to 
connect our producing property. 

3. Connection, in itself, does not guarantee access to market, be- 
cause, as owners of the pipeline facility, the majors reserve and exer- 
cise the right to prorate the use of the pipeline capacity. 

4. By substituting imports for domestically produced oil, these com- 
panies can use oil which they themselves produce and not have to buy 
ratably from others. 

5. Finally, and—as I shall discuss later—most important, these 
companies, which have effective control over our access to market, also 
control the price we receive for our oil. 

These points, I believe, make clear the very weak position in which 
the independent oil producer operates in the field, against the advan- 
tages held by the major importers. It may well be asked, then, how 
the independent’s position has survived at all. The answer to that is 
the fact that, heretofore, all producers—without regard to size—have 
been equals, from a competitive standpoint, because of our State con- 
servation laws. 

Under those laws of the State of Texas, production is prorated 
equitably among all the wells of the State—without regard to owner- 
ship of oil. This is an essential safeguard against monopoly. By law 
production cannot exceed market demand, thus preventing wasteful 
production; and, whatever the total needs are, all producers share 
equitably in supplying those needs. 

This worked successfully until these importing companies—who are 
our equals under the Jaw in Texas—acquired their vast new reserves 
of foreign oil, which they can produce without regulation and bring 
into the United States without control. What they have been able to 
do, therefore, is to circumvent the laws under which I must operate 
by bringing in unlimited quantities of oil and then force down upon 
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me a lower and lower level of production. The importer is able there- 
by to contro] the price which I receive as well as how much I can 
produce. 

With that picture in mind, I say that—to an independent oil pro- 
ducer—it seems apparent that the failure of these major oil importers 
to deliver oil needed in Europe, and their continued importing into 
this country, has furthered their control over the domestic oil industry 
and, in particular, over the independent. 

To support that statement, I want to refer to these facts: 

1. Humble, owned more than 80 percent by Standard of New Jersey ; 
Shell, entirely owned by Royal Dutch Shell, and Magnolia, entirely 
owned by Socony, asked the Texas Railroad Commission to grant to 
them, in contradiction to Texas law, preferential exemption to rata- 
ble—or equitable—take by permitting fields in which they dominate 
to produce a disproportionate share of oil. 

2. The importing companies, through their Texas affiliates, asked 
also for production in excess of market demand—again in direct con- 
tradiction of Texas law—when, all the while it was not necessary to 
increase allowables to increase the flow of oil. By their control over 
transportation systems from the field some importing companies have 
been limiting the amount of oi] marketed by independents. 

3. The steps the importing companies have taken with regard to the 
independents’ economic position clearly indicate a pattern aimed at 
tightened control and domination, and, basically, a disregard for the 
development of our domestic industry. 

Let me cite three examples: First, more than a month before the 
price of crude was increased, independents—in my area, at least— 
were notified that the prices we pay for lubricants and other petroleum 
products were being raised by the importing companies or their affili- 
ates, and in west central and north Texas they had already reduced the 
price of crude by 7 cents a barrel. 

Second, when price increases on crude were posted in January of 
this year those increases bore no direct relationship to our costs— 
while those prices were higher, our higher costs of operation far ex- 
ceed the higher price received. 

Third, the price increases posted were not uniform. In my area— 
west central Texas—I received no 35-cent or 45-cent increase: My 
actual net increases ranged from 18 to 25 cents, and, in some instances, 
were as low as 10 cents. 

Now, as briefly and as simply as I can, let me spell out to you what 
this means to the independent’s position and what I think it means 
from the viewpoint of your investigation. 

As I have pointed out to you, the major importing companies have 
in the field what is, clearly, a stranglehold on the independent’s posi- 
tion. The power to strangle the independent has, untif now, not been 
exercised because of the equality under State conservation laws, and 
because so long as there was a pressure and necessity to maintain the 
health of the domestic industry, the giant companies had a self- 
interest in supporting—rather than strangling—the independent. 

When an independent brought in a well, the majors had an interest 
in making a connection, adding that oil to their domestic supply. 
Today, however, there are more than 8,000 wells unconnected in Texas 
alone. 
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And I will say right there, that there are about 4,000 in Oklahoma, 
about 2,000 in New Mexico. 

And, Senator Carroll, in Colorado it is just pathetic the number of 
~~ that are not connected by pipelines, they are just all over the 

tate. 

When it was in the interest of the majors to stimulate develop- 
ment of our domestic oil reserves, the crude prices paid to inde- 
pendents were generally kept in line with the realistic capital needs 
of the independent. In other words, crude prices were based more 
on domestic costs than on the financial position of a few international 
companies. ‘Today—even with the recent crude increase—crude 
prices which I receive are not adequate to pay replacement costs. 

What has happened? As I see it, the heart of the matter is that 
we now have 2 oil industries—not 1, but 2—operating in this coun- 
try: a true domestic industry, made up of the many independent 

roducers and the refiners and integrated companies which are not 
importers; and, we have an international oil industry, of which the 
American importers are a part. 

The problem lies in the fact that the domestic oil industry is operat- 
ing under effective State laws while the American members of the 
international oil industry are operating beyond control of effective 
regulation on any level. Equality under the law, at the point of pro- 
duction, has been effectively overcome by a few importers of vast size 
and resources, and, in this situation, the independent is being squeezed 
out—and the American consumer and America’s security are suffer- 
ing in the process. 

I know of no independent who objects to a reasonable amount of 
imported crude. Unlimited imports, though, give to the importers 
a twofold power: First, the power to escape themselves the effect of 
State conservation laws and, second, the power to turn such regula- 
tion against the domestic industry. In this position, they are in the 
role of regulating themselves and being able to regulate, in effect, their 
competitors—and it looks to me as though they are using this position 
to undermine the independent operator such as myself. 

Let me cite my own case as an example: During 1956, in my basic 
operations, we spent $1.1141 per barrel, not including depletion or 
depreciation, to produce the oil we brought out of the ground; in 
addition, we put back into the ground—in search for additional re- 
serves—$1.98 for every barrel we took out. For every barrel pro- 
duced, we spent $3.09 in operating, exploration, and development costs. 
We received an average of $2.47 per barrel for our oil, so in 1956 our 
net expenditures were 62 cents per barrel more than our receipts. 

Obviously, this is a financial pattern which cannot be sustained 
indefinitely. Why are we in this position? Our only source of 
capital is, in effect, the price we receive for the oil we sell, and that 
price is set for us by our competitor, the major importer, or his 
affiliate, who thus controls our supply of capital. 

Since 1947, on the national average, wages paid and material used 
in the oil industry have risen in cost from 50 to 100 percent and more. 

I think you gentlemen had testimony by Mr. Vaughey or Mr. Brown 
which pointed up the actual cost of each item, such as steel and labor, 
so I will just hit it light here. 
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The price of crude, including the January increase this year, went 
up only 21 percent. 

The companies which control the independents’ working capital 
have, as they have turned more and more to imports, exercised that 
critical control to slow down and gradually reduce the independents’ 
search for more oil—and the Nation is suffering because of it. Finding 
more oil and developing more reserves has always been the inde- 

ndent’s job—75 to 80 percent of the oil reserves in America have 

en discovered by independents. But because of the reduced amount 
of capital available, America was not able in 1955 and 1956 to main- 
tain the reserves necessary to keep up with increased demand. When 
the search for domestic oil was competitive, capital was easy to obtain; 
today, as money has tightened, capital has been made harder to 
obtain—and the controlled lag in oil prices has further tightened the 
independent’s position. 

Why have the importers held down the price of crude? I do not 
know, of course, but I do know that it is the most effective and most 
telling control that could be applied to limit competition. 

I am, frankly, very much concerned about this recent increase for 
that reason. The importers allowed, over a period of years, the 
independent’s position to deteriorate. Then, by the timing of their 
increase, which by their own statements was long overdue, they 
created a public outcry against the independent, which permits them 
to argue against future increases. Yet this increase—for all the 
furor—is not enough to retrieve the independents’ position, but enough 
to get the majors off the hook. 

icaten O’Manoney. Have you any illustrations about this outcry 
against the independent? 

Mr. CxarK. Senator, it has been in the papers all over, any time I 
picked up a Washington Post or New York paper, I saw some criti- 
cism of the independent producer. And I can furnish you with them, 
I am sure. 

Senator O’Manoney. I think it would be important to do so. 

Mr. CuarK. Bruce, if you will make a note, we will get it and furnish 
it to the committee. 

(The material referred to is as follows:) 
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NO PI OT iN NEEDED: economy of the industry makes it it 
5 . to increase production ” 
This gobbly-gook nev came from any oilman. 
A poor-boy, rich-boy, or major company man. Why 
does Time think these wells are drilled? If selling 


oil isn't “essential economy” for an independent 








man, then the old woman who found her cup Heard 
board bare wasn't either bad off 
State Regulation of Output, Still referring to the independssts, Tim con esa 









Backed by Federal Act, eee 
Controls the Market 


nergency 




















PRODUCERS PLEADCOSTS WHOSE FAULT Is bit NOW? 
Second there's no srortage of oil, artificial or othetwise. There Is 
tint a shortage—of pipelines 
Third, the independents do not set the price of oil. The crude 
But Soaring Earnings, Hunt purchasers, who are thz major companies, set these prices. Inde 
pendemt producers do wy ¢ They self it. if they can. They 
for New Fields Indicate have only one market—"ne mayor companies can sell to small 
They Feel Little Pain independent refineries, but this is an ex ted market ) 
Time admitted that costs have jumped 50 per cent since 1947, 
—TrPer c 4 while crude oi prices had increased only 21 per cent. But this 
By J, H. CARMICAL concession was accompanied by the warning that: “by taking advant 
Price-fixing in the oil industry age of an international emergency to ram through a price boost, the 
is made possible largely through ndustry runs the risk of earning a Shylock reputation in the eyes 
the machinery set up by the the warts 
states Ghd tie Waters’. Gevern> Windup of the Tire begin when the Sucz is in full 
snent, tpietitieh ere ot preter jow, the peice of crude oil (like gasoline) may be forced back down, 
tion, rather than through col+ thus leaving the independents with nothing but ill will 
eaten Time's writers keep forgetting that while the independents re 
Ne collusion ts 4. As long wiced at the recent price raise, they didn't start it, and that these 
as the regulatory authorities fellas don't own any pipelines or refineries or tankers 
function efficiently and keep Time didn't explain to its readers that when the Suez crisis be 
production within market de- ame acute, the President appointed what is called the Middle East 


mand, the oil companies have ne 
fear of a surplus, and may set 
the prices they pay for crude oif 


Emergency Committee. made up of representatives of 15 major oil 
ompanies. Immunity to anti-trust laws was granted this group in 


and then charge the prices for order that it could cooperate im getting this ofl to England and West 
their products at what the traf Europe 
fie will bear Time also didn’t explain that the 15 companies working on the 
In the case of the price * MEEC. were the companies who developed the Middie East oil, 
creases now being invest and whose customers in Europe were being cut off. Or that these 
in Washington, * *~ == were the companies who had been bringing to the U.S. more than a 
el million barrels of oi! daily from the Middle East before the Suez 
Canal got clobbered up. Or that these companies own the refineries 
and the pipelines in the US. and own most his country’s cil 
wells 


Still Time blamed the independents 
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York with officials of the huge 
oil companies comprising the T D ' 
S > 9 a Government's Middle East) exans eny 
n l t s Emergency Committee s 
| By the end of this week, Oil S 
Stewart hopes to have an ac upp y 
> ae | curate picture of what is hap- j 
1clenc pening, he said. j V ’ 
|. The lift has been running | Impeded 


for almost three months 


from The Washington Post 
February 12, 1957 The Ft. Worth Star-Telegram 

ae oe January 10, 1957 
| ante. this c= mice S 

. roieum Co-) 

U: M © ssineater oe Oil and Gas! WIRE TO EDEN 

eo In Dar } Office, was closeted in New 

| 





|Europe is above or below its! 

target. } troleum. 

Hugh A. Stewart, head of the 

Interior Department's Oi! and) 
Gas Office, told The Washing-| 
ton Post, “At this moment we 

idon’t know the precise degree | 

: 

' 

’ 


i 
i 
i 


i ici Stewart's disclosure came in 
Interior Official the wake of his testimony be- LONDON, Jan. 9 (Reuter’s).— E s a 
Says Figures on fore the House Commerce Com Prime Minister Eden received @ a ae t 
mittee last Thursday. thet a o telegram 
Shipments Refuse Stewart then said that Eu: ~..J to sought 
:, | rope, through the first an demand” 
To ‘Stand Hitched’ critical quarter of 1957, would in the United States and abroad 
be getting 92 per cent of its were “ridiculous.” 
By Bernard D. Nossiter normal crude and refined The reports, which 
Otel Reworter products needs. In ~ ne Prominent play in pany given 
best in-! area of {uel oil, he said Europe Eden made no papers, were based “ i 
The informed Admin. would get 86 per cent of its Per ony oth oo ae lack of information ok 
istration oil official yesterday, normal needs = on passed itt? | to shift blame for oll — 
confessed that the Govern- minister of fuel and power, higher prices and sutomebile un. 
| Aubrey Jones employment in Europe,” Herr- 
ment does not know whether mann said. 
the emergency oil lift for) He claimed the British govern. 
' 
| 
' 








lof efficiency of the oil Jift.” 
ee eee eel Four Woars Sran-Te.rcaa™ 


the Administration has been 


appealing to the oil industry! ‘ 
jand production regulatory sa m 
bodies to prop up what the Ad-! n a 


‘ministration said was a sagging 








ec Slump in ‘Oil Lift’ for Euro 


i | 

safe 

n r cen urape’s ' 

vasber chpected demand. He| BY creen.\ For one answer, officials here independents 4o not import, ex- | their dollar reserve is dangerous- ' 
| 
















ore WASHINGTON, Feb. 2 #. — it their fingers 
explained yesterday that con’ The trans-Atlantic “oll lit” has | Texas Raiireed Comaniasion. ‘Al The, indepeosents consistently | use st heme ton, urbane ' 
\ haa been given him at inst a = a crucial period inthe major oil states have reg-| have resisted the importation of | to “ in i 
— , r Gricial. ateeente refit ae - oe ae limit moath- | foreign oll by the majors. Cur-|dollere. ” ' 
. lis- | ly output. state commis-| rently there Neverthe! defi 1 t 
as ues sural vetertey) agreements, confusion and much | sions have boosted the “allow-| need © doa Guntnmnlame ticle disclosed ' 
Parte bak week 08 entangle shel ce i A elena engettees te dvetion. Europe's shortage could | week that Europe has been on 
thoroughly befuddled situation.| Sunday to have developed. | commission Zz. me i = oa a ting only 6 to 67 per cent of pre- 
e conflicts ae Sais erey eee ot the United ‘States, by with 5 per cent) bat has 1! 
the small independents: the In-| Despite “informal discussions” Genlbclel rellost poetesn nite Pecat © mare ot Reo guscinn 
of Teuag a0 to s Gegren, Annor-| muscien hes’ stated "eo yen en feel—are so great as to| A reporter asked Stewart 
ican sellers vs. mi gly ys The federal government consid- — oa a olan aoe = = “~ 
—- Sonate in eel ae ® Fe) Moreover, there are an esti-| European buyers by “tie-in” 
Ciny of the NATO noes cy | mated 8.400 Texas wells which | Sales — compelling the purchas 
eine step comttn ten Texas |2tt_ Mot linked up to the pipe |¢r to take so much gasoline t> 
° Vhes goed and guiliclest ve |lines dominated by the majors. | £¢t so much crude. Stewart said: j 
wo, as Interior's oil and gas di-|for its stand — from the view-| 2° ee ae ai ae been |“ po p~ aa e 
. i the | ‘exans. into these 
man ip i. oe ame wing |. end sore officals bere be. In seeking to boost shipments 
““ayernment “crackdown” | State of Texas is now making | eve the Railroad Commission's | by 250.000 barrels of > 
hed but is not | our foreign policy,” Stewart re-| POUry i shaped to heighten this Se ne ae Sete, Be tate 
“the,” the’ ral says pot 
There are side issues, which | C2"€ Whether the increase comes 
certain officials sugzested pri-| {f° greater crude production, 
vately, may be closer to the | {om cutbacks ih refinery oper- 
heart of the problem than ap- ations so as to reduce U. S. con- 
pears on the surface. One is the | S#™ption of crude, or trom ad- 
matter of price. justments in refining so that the 
process yields more fuel oil and 
less gasoline 
The administration has ap- 
pealed for any or all of those 
Ss Se 
10 admin- 
is debating to do 
. A variety of suggestions has 
8 considered. 
doing — wa 
oping. 
2. It could issue direct requests 
to the Texas and other regula- 
tory commissions to increase the 


“allowables." This has not been 
done. All talks have been “infor 
mal” and general. 

Stewart said the decis- as 





EMERGENCY 


OIL LIFT PROGRAM 


943 


BRITISH NEWSPAPERS BITTERLY ASSAIL TEXAS INDEPENDENTS AND RRC 


LONDON 


DAILY EXPRESS 


SATURDAY JANUARY 19 1957 


No extra oil 
-say Texas 
. Wise men 


By DEREK DALE 


IE three wise men of 
Texan oi] met yester- 
day—and decided they 
would do nothing to ease 

Europe's ol! crisis. 

The men: William Murray, 
General Ernest Thompson, and 
Mr lin Culberson of the 
Texas Ratiroad Commission 
which fixes output in the 
State 

The decision : To produce 92 000 
of oi] @& day more in 
ry but to work for only 
against 16 in January, 


‘DIFFICULT’ 
British off men were dis 
sppeo nted) They had been hoping 

for a 17 working day month 


A top oil expert said last night 
“Tt is diMeuk to see how supplies 









of fuel to industry can be main. 
tained af the present niess 
fresh supplies can be f 

@ Mr. Peter Thorneyero the 
new Chancellor, sad at Barn 
saple, Devon, last night There 
i nO Way Known to man & ‘eb 


you can meet all the wishes of the 
Toad = haul: industry, or any 
Other industry which is using 
he You cannot meet them 

juse the petrol is not there * 


Texas oil 


—but not 
enough 


By Dally Mail Reporter 
rPPExas last night agreed 
to increase oil 
production next month by 
92,970 barrels a day 


But Britain ts unlikely to 
benefit much as the extra pro- 
duction has to be shared with 
other European countries who 
are aiso rationed 

An ol com: ¥ spokesman said 
in London last “The i 
crease is not whal we expected. 
we really expect 

" It is Oased on 15 days’ produc 
ton for February. Seven of the 
major companies asked for 17 
days which would have meant an 
431.000 barrels a Gay” 

The increase—decided on by the 
Texas Railroed Commission et 
n—means that Texas is 
ing Of at its highest-ever 




















quan === = 


LowO0N VAKY MAL 


Drowning in oil 


XAS OILMEN are so 
concerned about the 
way in which the oil situa- 
tion has been treated in the 
British Press that they have 
takemshe trouble to write to 
editors tn this country per- 
sona' ly. 
They point out that they 
have “at no time refused to 





be of assistance to our 
British cousins.” and edd 
that it seems obvious that we 
are not aware that Texans 
are literally drowning in 
petrol 

“We also have a vast sur- 
plus of heatin * the let- 
ter goes on. “ We have tried 
every way we know to get 
this information to your 

hoping we might be 
able to sell some of this sur- 
plus. but we are always in- 
formed that Great Britain 
does not want or dors not 
need gasoline or heating oils 

oniy crade oll.” 

The oMfcial view In this 
country is that to use tanker 
space for petrol or heating 
oll {s uneconomical, because 
we can refine our own. 








QUEEN AND COMMONWEALTH 
SATURDAY, JANUARY 19, 1957 


3a.m. forecast: Dry, cloudy; sunny spells 


S7AR-TFELEGRAM 


fs? 
British Press Accuses 


Texans of Oil ‘Holdup’ 


LONDON, Jan. 7 W#.—Britain | from the Middle East, Britain tional market will hurt Dutch 
asked ben a how has been on short oil rations, | trade. 
much sorely ne: oil this coun- | Gasoline is rationed and fuel oil | newspay 
try can get from the United to industries has been cut 10 per | anne at — a ne 
States cent i ” 
The request was made against | Claims have been made in the | oni eee Monday ma the 
a background of angry British | United States that if Texas pro- | tabloid Daily Sketch ; 
press reaction to last week's de-| duction is stepped up to meet UT) go sergi wutuesd + 
cision by some major U. S. oil | gent British needs, U. S. ofl com-| aie papers referred to Tex- 
companies to increase the price | panies will suffer after Britain's | . Se 
for Texas crude | regular flow of oil from the Mjd- The Sketch printed a cartoon 
The British foreign office an-| dle East is resumed showing British industry as 
nounced the oi! supply question| Incresses in oil prices and a | #@secoach being held up s 
has been raised with the State | reluctance to step up U. S. oil | Mounted horseman labeled “Tex- 
Department but said the price of | production were viewed with con- | #% oil. , 
oil from Texas and other U. S.| cern by the Dutch government.|, The Sketch said “Texas oil 
fields was not discussed Dutch officials said they feared , esses” had hinted at “the terms 
With the blocking of the Suez | increase in prices of such raw | "der which they will increase 
Canal, through which ofl came | material es cil on the interna | Prodtetion, to ease Britain's pet- 
crisis 
“This is thelr demand: Buy 
Texan even after the supplies of 
cheap ofl from the Middle East 
are resumed 
“Without this assurance, they 








Middle East once Suez is clear.” 
The Daily sald that 


Express 
ae to Britain, Texas means “the 
place where oil men alrcady 
wealthy are trying to squeeze 
still higher the dollar price we 
have to pay for their product.” 
As article from Dallas by a 


Daily Mail staff writer said Tex- 
ans were trying to make money 
out of the Suez crisis “but stories 
of their holding Britain and Eu- 
rope to ransom are wide of the 
mark.” 


THE HOUSTON POST 


SATURDAY, FEERUART 


2, 1987 


British MP, French Press i2°32250 3/3820 


Assail Oilmen of Texas 


ASSOCIATED PRrss 


menttand the French press as 
sailed U. S oilmen Friday. 
blaming them for the oil short 
age in Europe. 

R. H. Crossman. a Socialist 


Labor Party member of Partia-| 


ment. charged Texas otimen 
with playing what he called 
“mihonaire in the manger” and 
“holding us up to ransom." 

The French press blasted 
U. S. olimen for not raising 
production to help Europe and 
criticized the American govern 
ment for not making them 
do it 

MEANWHILE, IN Washing 
- Hugh A. Stewart. director 
of the Office of Ol and Gas 

‘a crue tres he 

~ 


the minimum level “ 
A British member of Pariia | 


ended Jan 23, compared with) He blamed Texans’ attitudes 
275,000 daily in the week ended | for what he called Britain's dis. 
Jan 16, poinument with results of its 

The extreme right wing pa-|*PPee! for U. S. olf supplies to 
per Aurore of Paris splashed |™#ke ~ the shortage caused 
4 across its front page: “The by, clos ing of the Suez. 
for nation: | 4 merican govern 2 ant ast ‘Unlike Standard Oil, for in 

| . these independent pro-| 

be content with exhortations /S'anc® br 
but must act to assure the sup-|@uce-s have not sufficient ac-| 
ply of oil to Europe.” cess to pipeline and tankers to/ 

"The Pari ia | share in the bonanza caused by/ 
ientpnae ———— “te oe the Suez crisis.” Crossman 
Stewart, speaking at a news|*™ment at Washington, if it ‘+ * enero, nonen| 
conference. prodded the Texas| wants to Preserve Europe's eco-| ger policy 
|Ratlroad Commission to “be PN pe oe potential and NATO's!" “tn order to prevent their 
[little more generous” in its|#@Vanced positions. necessary] rivals’ profiting by increas@d| 
| production allowables. He said) (7, \ry eines moan eee = sales by Europe they have 
jthere has been no response] oi.) legislation during the next blackmailed Texas authorities 
from the oil and states and the into permitting only a derisory 


oil industry to an appeal issued! few days.” increase of production. . . . 
last week for greater co-opera.| FrancTireur had as its top| “WHILE TEXAN OIL mil 
tion to meet the emergency head: “Oil: Rivalry Among|tionaires defy his will, Presi 
jeaused by closing of the Suez/Texas Producers Aggravates/dent Eisenhower is entertain 
| Canal jo Crisis in Europe.” jing another oil magnate, King 
THE WEEKLY REPORT on| CROSSMAN SAID in an ar-|Saud. The king will be speak 
United States oil shipments/ticie in London's Daily Mirror, | ing on behalf of all Arab coun 
or a snce|“Whether “uropean ‘dustry trie 
. . dst’ not lar " * 





jal security.” 
| He said production of anoth 
ler 250,00 barrels a day is need 
jed because of the Emergency 
| Oil. for Europe Program. 
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THE FINANCIAL TIMES 


INCORPORATING THE FINANCIAL NEWS 


INDUSTRY . 





TEXAS DAILY OIL 
OUTPUT RAISED 


BUT INCREASE LESS 
THAN SOUGHT 


DOUBTS ABOUT MAINTAINING 
SHIPMENTS TO EUROPE 


By Our Oi) Correspondent 


The Texas Railroad Commission yesterddy an- 
nounced an increase of 92,970 barrels a day in per- 
mitted oi] output for February. 

This was not as much as requested by purchasers, 
and the figure is regarded as disappointing by oil com 
panies operating in Europe. 

To make any significant increase possible in the 
rate of actual shipments to Europe it is considered that 
the allowables should have been raised to permit pro- 
duction on 16 or 17 days of the month. 


It is, therefore, quite possible that, despite the 
increase in output, actual shipments to Europe 
may fall 


The increase brings “allow 
ables” for Texas crude to 2 
new peak of some 3.$4m. barrels 
a day, compared with 3.45m. 
barrels for January. ; } 
It is equivalent to 15 days’ pro- | 
duction im the shorter month of 
February, compared with the 16 
days allowed for January 
Rosen of Texas crude had 
sought an increase of 118,742 
barrels a day for February. As 
in other recent months, major oi! 
. nies sought a larger increase 
im allowables. 
SEVENTEEN-DAY RA™ 
. tion 
Urged by 7 Firm ce con 
Seven compe- Tanker 
day rate of vt the transport 
which -urope had reached 
= « year by the end of 
er, and the limiting factor 
~ then has been the difficulty 
4 purchasing oi] on the Guif 


TEXAS INCREASE 


STOCKS BEING 


COMMERCE ° 


No. 34,066 LONDON SATURDAY JANUARY 19 1957 FOURPENCE 


MANCHESTER GUARDIAN 


TEXAS ADDS 92,000 
BARRELS A DAY 


“Very disappointing” 
Wasnincton, January 18 


Texas to-day raised its oil output 
quota for February by 92.970 barrels a 


“ INSUFFICIENT ” day, but British officials here described 


the move as “ very disappointing.” 
Some United States officials had fore- 


THE HOUSTON POST 
TUESDAY, MOVEMSER a7, I¥86 


GROWING BITTER 


Britain Feels U.S. Let 
Her Down in Suez Row 


we 
ar G a Conservative Party meetin, 

LONDON—A growing bitter-|" “The sooner that other ev 
ness toward Americans is cleat eraments behind the United Na 
ly evident in Britain. While the/tions, including the American 
is largely emotional, it’s povernment, realize our resolu 
serious enough to raise Concern tion, the better it will be for 

= —- re tehmen| peace of the world.” 
he avera HUGH GAITSKELL, leader 
feels he has been let down by|o¢ the Labor Party, Supports 
the United States in the Suezitne American attitude of deal 
crisis. Even among Britons)ing with the Suez through the 
critical of the British-French at-/tnited Nations but still says 
tack on Egypt, there's an in-\the United States should take 
clination to blame Washington! , more “positive attitude” to 

for the [epeat Middle East| ward the Middle East. 

° Junior ministers fn the, Eden 
This correspondent has lived! government and gome Conan. 
in England for 10 of the last 15) gtive backbenchers in parila 
years and never before hasiment criticized the United 

seen such antagonism toward) States at political rallies 
Americans. Lord Maucroft, parliamen 
THE ENGLISHMAN has ah | tary undersecretary in the 


== ae 6 pth an| are office, said: 
erally regs as Americ “It is now as ur, to clear 
brashness. Today an American) un Anglo Suite waite 
Voice ordering a beer in a pub/as it is to clear up the Suez 
is apt to bring a muttered sneer | Canal. 

erlitigane ae taking notice| “28 15 NOT Britain, how. 
of the situation. jever, who is obstructing either. 

Richard A. Butler, depygtizing! “One or two Americans re 
gard their friendship with Brit- 
tain as unilateral—to be wel- 
come when Britain supports 
them as she has faithfully 
done, but rejected when asked 
to understand Britain's needs 
and difficulties.” 

This was an obvious refer 
ence to Korea. There's a strong 
feeling here—in official circies 
as well aS among the man in 
the streets—that Britain came 
to the aid of the United States 
in the Korean War. 

One of the bitterest attacks 
on the United States came from 
R. Dudley Williams, a Conserv 
ative member of Parliament, 
who told voters in his district 

UNDERSTAND the ad. 
vantages that could accrue to 
the United States by our ex 
clusion from the Middle East 
oll “fields, which exclusion 
would undoubtedly be joyfully 
received by the powerful oil 
lobby In Washington. 








¢ cast that the increase ease a “America must stop putting 
EXHAUSTED bottleneck in supplying Eu with pressure on us though the 
WASHINGTON, Jan. 18 oil, but West European diplomatists 


Federal officials here said after 
the Texas announcement that the 
increase was probably insufficient 
to enable shipments to Europe to 
be maintained af recent levels. 
One Government spokesman told 
Reuter: “Stock withdrawal cam 
fot continse much longer.” 

Much of the nation’s oi! stocks 

re unavailable for export. What 
ible had largely been sen: 


ments— 


barrels daily. 





Asked to comment on the Texas 
decision, 2 British Embassy 
spokesman said the increase was 

very disappointing.” Other diplo- 
matic sources said that in fact 
there might well be 2 decline in to 
ot shipments to Europe —Reuter 


sixteen-da 
month. 





here said that a much bigger rise was 
ener to maintain existing ship- 
et alone increase them. 

The increase wi!! raise production in 
Texas in February to a permitted total 
of 3.543.726 barrels a day. The increase 
was authorised by the Texas Railroad 
Commission. The January output was 
fixed at a maximum of about 3.450.000 


The commission said that the allow- 
able output for February of 3.543.762 
tady barrels a day was equivalent to fifteen 
days’ production in the 28-day month of 
February, compared to this month's 

equivalent in a 31-day 
‘edera! Government officials 
here have urged the Texas commission 
permit an increase of as much as 
250.000 barrels a day —Reuter 


United Nations, She must step 
her State Department putting 
out lying stories about there 
having been vollusion before 
the Israe.i attack took place.” 

The Conservative Sunday 
Times accused President Eisen 
hower and Secretary of State 
John Foster Duiles of “ant! 
British policies.” It said: 

“A belief is spreading that 
American >solicy is controlled 
by the off lobby, and that {ts 
effect is total replacement of 
British influence and economic 
interest by America in the 
V-ddle East 

“A RIVAL popular explana 
tion is that of personal pique 
in high places. 

“Only new actions and poli 
cles by the United States can 
stem the swelling tide of dis 
trust and ill-will, The danger 
to the Atlantic Alliance, which 
we believe is of vital impor 
tance to both countries, is 
acute.” 


PUBLIC AFFAIRS 


Oil Lack 
Blamed 
On Texas 


By JOHN B. PARRY 

LONDON, Jan. $ Pi — Br 
ish newspapers Saturday blame 
the United States wm general ant 
Texas in particular for a mour 
ing of! shortage A apparert. 
will last through the new year 

Gasoline ravioning atroducedt 
as a temporary o 
because the Suez ai Dlockade 
cut off supplies will not end b 
fore next Christmas, observe 
said 

Stricter economies are dein 
planned by the government to 
serve available suppires 

US. Gets Blame 

The United States got the blame 
for the situation in a 
large newspapers 

They charged that the United 
States is choking supplies 
American crude oi to further 
own interests 

Texas oil producers are trying 
to prevent increased siupments 
Britain in hopes that increased 4 
mand will raise prices. the Cos 
servative Daily Telegrapn 
charged 

Lord Beaverbrook s Daily ‘ 
press also criticized Texas 0 
firms 

Britain has drunk the cup of 
deprivation and injustice the 
Express complained 

Faver Increased Ouipui 

The Telegraph said “the bigger 
American companies unde: 
stood to be in favor » 
output from Texas, The oppo 
comes from small independer 
concerns who are, no doubt. hope 
ful that prices will increase if o 
put is restricted.” 

The paper said Britain proba’ 
will approach the Texas Raiire 
Commission in an effort 
the shipments of oil ste 

But regardless of how 
is shipped prices in 8 

























expected to increase to meet ba 
er shipping costs 

Experts predicted that the + 
tion which limits the averag 
British industry to 9 per 
its normal fuel 3e 
further 

The predictions -heghhewed 
interests of readers of ‘oda 
Daily Sketch. It had @ cartoor 


showing & gunman on 2 horse 4 
beled “Texas oll” holding up a 
stagecoach labeled “Bash ind 
try.” 
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Congressional Ire on Oil Problem 
Spreads To Include Drought Issue 


By SARAB MCCLENDON litte band of Texas would not be 
Washington nt able to stand against it 
WASHINGTON, Feb. 1l—Every| Around Washington, the belief 
“poor Texan in the drought area of observers is that no amount 
“who has a hungry cow seeking of lobbying. no matter how much 
aides mean . money is spent, would help the 
blade of grass coming up from industry now. In fact so bitter 
the dry sod was branded with i¢ the feeling that some Texas 
the signs of big o companies off lobbyists have been told to 


on the floor of the House of Stay out of Washington, Here. 


Representatives last week when tome men ont fare canes have 
a bill for drought rele! was being gone too far for this time—they 
“considered have hurt themselves.” 
» Nevertheless the bill passed The drought bill before Com 
‘Pasily on a roll call vote, but) gress was what was left of a 
rot belore some of the bitterest bill ES ae 
things said by US congressman Of | Joheson after the Department of 
New Engiand and northern states agriculture got through whitting 
about their brothers in this same jt down in committee. That took 
country were hurie¢ against Tex- out the provisions for supplement. 
as. headed by Representative |ing protein feed with cottonseed 
Bob Poage of Waco. Poage kept cake and soybeans, as is custo 
his temper. Oklahoma, Colarado,’ mary in the cattle industry in 
Missouri and Tennessee congress | the Southwest. This time it had 
men came to the rescue of Texas. been sought against government 
tt seemed like it was open expehse But that failed. 
season. against Texas that day ‘The remaining portions of the 


in Washington. President Eisen- bill offered to pay $1 to $1.25 an 
hower had lashed out at the oll sore to any farmer who would 


companies for not producing 8M4|Gecline to graze cattle on dry 
Shipping more oil to Europe and sores where a few blades of grass 
_ —— yt gt were beginning to show. For these 
« ry wi ~ 3 ot are 

Shi dation, but the question direct payments. the private land 
that set off the discourse was 

one which mentioned Texas “‘pro- 

ration board” and AS 


sae Sa & 
i re was Mo mention 
ol systern that has caused 


the ills of the ou industry today 
and the fact that the plan was 
worked out for shipments of oi 
‘to Europe and for continued im- 
ports of of) into the US by major 
ol companies in New York of 


owner agreed to keep cattle off 


‘until the grass could come back 


Secretary of Agriculture Ezra 
Taft Benson sent a hot worded 
ietter to the House Qoor to the 
embarrassment of Republicans 
from agriculture states, trying to 
keep this bill from being passed 
until President Eisenhower's own 
drought recommendations could 
be sent to the Hill. His trip was 
made in mid January but as yet 
no recommendation have come to 
the Hill. This caused Representa- 
tive Carl Albert of McAlester 
Okla., to compare it with govern 
ment red tape which ordered an 
injured mule in his state to be 
slaughtered two weeks after it 
had died 

The worst heckler of Texas 
when this drought bill was on 
the floor was Representative Tho 
mas (Tip) O'Neill of Carnbridge, 
Mass. D.. who has candy fac- 
torves in area and who always 
resists high price supports for 
peanuts. Hie has kept up a bar 
rage of question for years about 
why farm prices had to go up in 
cities. This time he said to Poage 

“You from the great state of 
Texas with all your oil wealth, 
why can’t you work out your own 
problems* 
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The pation Sigrnins News 
Southwestern Oit 


Government Makes 
Flow Boost Appeal 


@y HARRY WILSON SHARPE to turn out surplus gasoline rather 

WASHINGTON (UP).—The gov-|than lower-priced fuel oil. 
erament appealed Saturday for) Europe's most urgent need is 
crude oil production and cut\for fuel oil or unrefined crude 
backs in domestic refinery opera-|which it can convert to fuel oil. 
tions “o step up emergency oi]| American producers have fallen 
shipmants to Western Europe. far short of the 500,000 barrels « 





The appeal, directed both to the day originally promised Britain 
oil industry and to state agencies and other oil-famine countries. 
such as the Texas Railroad Com-'Wormser said shipments from 
mission which regulate crude oi] November through mid-January 
output, was made in a statement\included 18 million barrels of 
by Assistant Secretary of the In- crude oil, most of which came 
terior Felix E. Wormser. 


from stocks already im storage on 
in. (the East and Gulf Coasts rather 
at than from new production. 
The effect of this has been to 







. , ce al security,” he said. 
Mid-East oi] cut off by blocking He did not refer directly to 
of the Suez Canal. Shipments trom tong Saageres sont was teat 
a 
the Gulf Coast to Europe in the! aimed in part at the Texas com- 
week ending Jan. 17 were 275,000 mission which controls « major 
ie any, tones ee portion of the nation’s output. 
— Texas has increased its produc- 
P tion about 5 per cent since the 
t the Euro Suez Canal was closed. The com- 
. 7 A misson recently allowed an in- 
— — rease of 93,000 barrels a day for 
ee te ssa February but rejected pleas from 
i unless the economic! ome companies for 260,000 to 
— the shortage are quickly 45 990 barrels a day or more 
relieved. 


He said Europe can get by on 
gasoline through retioning, but 
shortages of fuel oi] and other 
distillates for industrial power 
and heat threate= to have a “mor 
sever 










Dees 

Over in the Senate anti-mo ® bad e 
noply committee, Senator Estes 

Keafauver, (D., Tenn.,) and other 


senators took out after the oil 
companies which first raised their 
prices in Texas and which con- 
tinue to divert oi] that could go 
‘409 Europe into more gasoline than 
-is_ needed here. 

But despite the fact that mix 


ing ot} with the sufferings of the 


By SARAH McCLENDON 


For More Texas Oil 


ly be could not outline at present | from Gulf Coast ports as of Dec. 1. 

Washington Correspondent but which would all be taken into | And that an extra 150,000 barrels 
WASHINGTON, Dec. 12—Top of- | consideration in making any fu- 

ficials in Washington who are di-| ture policy on oil imports. 


drought area seemed unfair to 
‘Texans, this House debate served 
notice on Texas House members 





and the oti industry how recting the stepped up oil for Eu-| Hugh Stewart, director, oil and | Coast, 

. Tope program would like to see| gas division, interior department, | the exports to Europe. 
a suificient oi & "O) Texas oil fields producing 300,000 | and Ed Warren, Midland oil op-| this 50,000 barrels is for Canada’s 
has cut Info the to 400,000 more barrels per day | erator, whe is consultant to 


r ihe country. 





3e 


‘ond than they are now allowed by the | government on this particular 


from the olfices of senators sit state Railroa Commission. gram, said that by Dec. 15, there Texas oil allowable is 
ting on the Scnate antimonoply This information was given here | will be 1,200,000 barrels of oil daily | raised when there are nominations 
committee headed by Sen. Joseph Wednesday at a background press | in tanker capacity awaiting deliv-| posted to buy more oil 
O'Mahoney of Wyoming is that conference attended by a half doz-|eries at Gulf ports, and by Jan.| “Nominations are posted largely 
the public is beginning to send en key officials. 15 this will be reduced to 778,000 | by the same major oil companies 
in a mountainous volume of mail At the same time, it was reveal- | barreis. I not 


Tapping the of industry. 
Senators and House members 
listen to public opin 


f a vote had to ports, there is a surph 


oil industry, a 






cials is there are not 
lines in the Gulf Coast area to|had not been raised. cited | 
carry the oil to market. | 


It was also brought out that this | Commission had raised its allow- more pipelines there, he said that 


; 
; 
| 
; 
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European Supply Program 
Falls Far Short of Its Goa 
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FORT WorTH STAR-TELEGRAM 


FORT WORTH, TEXAS * W 





US Oil Industry Fails 
In Oil Needs of Europe 


WASHINGTON — The lack of presi- 
dential leadership in foreign policy, 
about which Senator Mansfield notably 
complained last week, extends to the 
problem of supplying oil to Europe to 
meet the deficit caused by the closure 
of Suez 

The 500,000 barrels a day which we 
promised to mect Europe's minimum 
requirements is a goal which the United 
States oil industry is failing to meet by 
at least a third and possibly a half, de- 
pending on whose figures one relies on 

The Interior Department issued a 
plea to the oil industry to increase its 
efforts. 

The director of the depa 
and gas division says tha 
been “no response.” 


DORIS FLEESON 447 









ment’s o 
has 





The oil industry has a peculiarly in- 
timate relationship with the Eisenhower 
administration 

It has supported President Elise 
hower almost to a 







Some of its execu 
President's most influer 
Oil sources supplied much of the f:- 
nani lubrication for the last two 
Republican campaigns 

The support of the industry had n 
le to do with the fact that Eisen- 
ower twice carried Texas 

Yet the President has used no per- 
sonal influence, which with the oil in- 
dustry is enormous, to see to it thet 
sropean industry dependent on oil 
keeps operating, that essential transport 
keeps rufning, or that homes are suf- 
ficiently warm. 


> 


ves are among | 


tial friends 

















President Eisenhower had a unique 
opportunity to persuade the oi! industry 
to live up to its commitments last week 

To his state dinner for King Saud he 
had appropriately invited the heads of 
many of the major American-owned 
international oil companies 

There is no indication that he said 
one word on the subject of the failure 
of the big companies to deliver oil to 
Europe in the required quantities. 

The American course in the troubles 
ever Suez may have made friends 
among the Arabs, it has made no 
friends in Europe. 

The shortage of oil affects many more 
nations than France and Britain to 


whos ssior —_ “= 7 
-* 





the West B 
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Oil Shipments Are Half 
Of Government Requests 


BY EDWARD JAMIESON. 
Star Telegram Washington Boreas 
WASHINGTON, Jan. 26.—The emergency program 
for supplying Western Europe with American and Carib- 
bean oil is far from reaching its original goal and from 
meager reports that are available is losing ground, rather 
than gaining 
Scores of oil men from the | sectetary of interior, was an- 
Southwest, most of them inde- | 2ounced last December 
pendent producers, who were in| lt was es the average of 
Washington this week, were not eee wens ar’ tho hig af 
Me ° 944,000 barrels daily shipped to 
aie the European nations during the 
Seaton disclosed that during the cena Nov. 22-38 — Se 
week of Jan. 10-16, latest avail- Pay Dnarens way Satenatege 


able, only 275,000 barrels of | Refuse Detailed Report. 
American oil was shipped to| Government officials and ex- 
Western Europe daily. ecutives of the 15 major ol com. 


This was barely more than half | P@Mies which are members of 
of the goal fixed by the govern- |MEEC up to this time have re- 
nd the Middle East Emer- | fused to make a detailed report 
gency Committee when the pro- | the progress of the program 
gram, under supervision of the | °F explain why it bas been 

ing to meet the goal during the 
past several weeks 


Various reasons b»ve beer 
_ on. 











Industry Lagging 
On Oil Aid Plea 


By Bernard D. Nossiter 
@alt Reporter 
The Government dgclarec yesterday that the oil in- 
dustry has given no sign it heard official appeals to in 
crease emergency oil shipménts to Europe. 
Hugh A. Stewart, director of the Interior Department's 
Oii and Gas Division, said 
“There has been no re. 
sponse” to last Saturday's 
public plea 
Nevertheless, the Govern 
ment is not yet ready to take 
stronger measures. he said 
The weekend appeal by Felix 
A. Wormser, Assistant Secre 
tary of Interior, urged in 
creased production and re 
duced refinery processing to 
bolster the slumping oil lift 
The Suez Canal stoppage and 
two ruptured pipelines have 
left Europe short of heating 
and industrial fuel 
Stewart told a press con 
ference 
* Gulf shipments to Europe 
improved last week but domes 
tie stocks of crude are “two 
million barrels below the safe 
minimum lével for neétiona! 
security 
; A 250,000-barreladay in 
crease in Texas output “would 
help tremendously.” But “in 
formal” talks with the Texas 
State Railroad Commissioners 
who set output levels, disclosed 
that “they are still not disposed 


to increase” production. 
© No ‘*ternation®' oil 
* 
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The Washington Post 


TUESDAY, JANUARY 


Oil Squeeze in Texas 


The behavior of the Texas Railroad Commission, 
which regulates oil production in Texas, is surely 
becoming curiouser and curiouser. In the face of a 
rising world demand for crude oil, the Commission 
ordered a production cutback last week. It is true 
that the Commission raised daily output limits 
slightly, but it simultaneously trimmed allowable 
monthly production days from 16 to 15, meaning 
that the February output limit is 3.5 per cent lower 


than this 


month's limit. All this takes place at a 


time when Western Europe is much more depend- 
ent on American oil because of the Suez stoppage. 

What kind of game are the oilmen playing’ 
Recent crude oil price increases have been blamed 


+ Su+ w 


may ~-" - ‘ 


22, 1967 


Britain's Automobile Industry 
In Slump Due to Oil Famine 


London—(AP}—Europe’s oi! 


famine has thrown Britain’s| 


slump, causing unemployment 


and short-time work for tens) 


of thousands of workers. 
Gasoline rationing following 

blockage of the Suez Canal has 

cut into car sales both at home 


and in the European market 


in prospects for many months, 
motorists are showing little in- 
terest in new cars 

As a result, automobile 
makers are culting back pro 
duction. Layoffs in this coun 
try’s once booming motor in 





jlast year in the nation’s fig) 
With short gasoline sdpplies! 





ternal and external traf{ic.,ernment may cut the domestic 
dealer deliveries and repre-|purchase tax—now 60 per cent 
automobile industry into ajsentatives’ cars. Now. the com-jof a cars retail price—in 
pany's ration “amounts tolorder to encourage sales. 


about a third of our needs | 


The government recen tly} for a gene 


Some dealers are looking 


ral rise in car prices 


sought to soften the blow to|Unless the situation changes 


home sales by easing install- suddenly 
ment buying terms jacked up|Shoo off 


While this would 
even more buyers, 


nt |Gealers are said to feel they 


against inflation. The required| cannot go on taking present 


down payment on a car was| losses 
cut from 50 to 20 per cent 

Some dealers claim it has 
helped used car sales, but has 

had little effect on the new 

car market 


dustry are beginning to aeol There is talk that the gov 


Texans’ Cable Hits At 
British Gas Import Tax | 


ball on top of widespread 
short-time work 

Ford Motor Co. is the lates! 
to announce a cutback—the 
layoff of 1000 of 12,000 men 
at its Briggs motor bodies sub- 
sidiary next week. More than 
1000 dismissals already have! 
been announced by various 
automakers around Coventry 
An estimated 35,000 more 
workers are on a three or four 
day week 

The Daily Mail's motor cor 
respondent describes the sit 
uation as “the worst crisis in 
the industry's history.” 

Some industry experts say 
the slump may grow more 


acule ive 
s that thi i or rom oa 


i 
no o Dring sup 
= inte — aT. and make 


car deliveries 


They cited a Ford Motor Co 
statement to its emplovees. It 
said that before rationing the 
lcompany used 200.000 gallons 
of gasoline monthly on its in 
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| LONDON—(}—Fuel Minis- 
ter Aubrey Jones, already 
busy sorting out tangibles in 
the gasoline rationing plan, 
gave careful study Wednesday 
to a cable from Texas oilmen 
who object to being blamed 
for any of Britain's fuel trou- 

| bles. 


| "The cable was addressed to 
| Prime Minister Eden, who re 
ferred it to Jones. 


| AS FAR AS THE ~ oe 
|government is concerned, 
| argument seems to be between 
\the Texans and some sections 
of the — a ‘There was 
no disposition any govern 
ment quarter to get invalved. 
Several British newspapers 
jin special dispatches from 
| Texas and Washington, in edi- 
torials and cartoons, have crit- 
icized Texas off producers for 
not stepping up oll production 
to meet Britain's and Western 





The Houston Post 
January 10, 1957 


pt. 2——8 


Europe's needs. They ou 
suggested that the Texas pro- 
ducers have a vested interest 
in keeping the shortage going 
to keep prices up. But these 
accounts also have been 
sugared with expressions of 
admiration for the hustle and 
enterprise of the Texas oil in- 
dustry. 

A. E. HERRMANN, presi- 


| Station. sent cable to 


described as “ridiculous” 
reports that the Texas inde- 
pendents wanted to refuse oil 


abroad. 

Herrmann said that 50 car- 
goes of gasoline, even at pres- 
ent tanker costs, could be de- 
livered to British ports at 25 
per cent of the price being 
charged to British consumers. 

This was interpreted here as 
an objection to Britain's im- 
port duty on gasoline. The 
duty was raised on Dec 4 from 
two shillings, six pence (35 
cents) to three shillings, six 

(49 cents), and that 
boost and a few pennies more 
besides was passed on to the 
British motorists. 

A SPOKESMAN at the Cus- 
toms Department said the gov- 
ernment had no plan to waive 
that duty. It was stepped up 
to make up for the revenue 
loss which the government 
would have sustained because 
there was less gasoline avail- 
able to tax. 








947 


DORIS FLEESON 2/1/9 
US Makes Up Only 65% 
Of Europe Oil Shortage 


WASHINGTON—The failure of the 
American oil industry to meet its quotas 
in the shipment of oil to Europe to make 
up for losses caused by the closure of 
the Suez Canal is likely to put that most- 
favored industry in the deepest trouble 
it has been in since the days when the 
trust busters broke up the Rockefeller 
oil monopoly. 

It was revealed by Assistant Secre- 
tary of the Interior Felix EB. Wormser 
that the American companies have been 
delivering only 65 per cent of the amount 
ot oil needed to meet Western Europe's 
shortage. 

Persons close to the industry insist 
that in actuality the shortage in deliv- 
eries comes closer to 50 per cent 

Senators who have been incensed at 
the recent increase in the price of crude 
oil and its products have already threat- 
ened a full-scale investigation of the 
price increases. 

A number of them have had vigorous 
complaints from constitutents who think 
that the oil industry has taken advan- 
tage of the Western world's troubles to 
increase profits. 


That investigation will begin Friday 
through the anti-monopoly sub-cnmmit- 
tee of the Senate's powerful committee 
on the judiciary 


y 

The revelation now that the industry 
is failing to deliver oj] to Europe in re- 
quired quantities is certain to produce 
heavy pressure for an even more exten- 
sive investigation than had been planned. 

The oil industry is unique in the 
United States. 

It has tax allowances and privileges 
which set it apart from other segments 
of industry, Because of its preferred 
status it has been allowed very largely 
to regulate itself 

Its failure in the present instance will 
surely bring its privileges into question 

Whether it likes it or not, the oil 
industry has become an arm of Amer- 
ican diplomacy and a@ vital part of the 
defense mechanism 

If the industry does not effectively 
serve the needs of defense and of di- 
plomacy, say some senators, then it will 
be essential that the government see 
that it do so. 

The question in the minds of Demo- 
cratic senators is whether the industry 
or the Eisenhower administration is 
properly to be blamed for the present 
situation. 

As in earlier emergency situations, 
such as World War II and the Korean 
War, committees from the oil industry, 
with special exemptions from the De- 
partment of Justice from the anti-trust 
Statutes, effectively kept the free world 
supplied with oil. 

Such an emergency committee was 
established to deal with oil problems 
as a result of the closure of Suez 


7 
The trouble ix they say, that Interior 
Secretary S- failed to use 
influe ers to 
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Mr. CrarK. I would point out to this committee that in posting this 
increase, the Ly Sy followed a pattern of great significance. 

First of all, last July 15, Cities Service imposed a 7-cent price 
cut in eight west central Texas counties. By August 1, this crude 
price cut, which was met by Magnolia, Humble, Sinclair, and Shell, 
had spread to 25 counties in Texas. I understand it spread also to 
Oklahoma, just a little later. 

These cuts, I might explain, came in counties where such companies 
had little production. think that is very important. Sometime 
before, on June 28, there had been a 10-cent per barrel increase in 
Refugio field, where Atlantic is a large producer ; in Webster, Thomp- 
son, and Hastings fields, in which Humble is the principal producer 
along with Gulf in Thompson. 

In January, this year, when independents like myself were receiv- 
ing increases from 10 cents to 25 cents, you will find that Humble— 
and this applies to many of the companies, but I have to have the 
crude figures—for example, Humble increased crude prices 45 cents a 
barrel in the Texas gulf coast fields—Hastings, Webster, and Thomp- 
son; 35 cents in Goose Creek, 32 cents in Lovell’s Lake. In all these 
fields, Humble is a major producer and both Gulf and Humble oper- 
ate in the Thompson and Goose Creek fields. 

Senator O’Manonery. Do you desire the committee to understand 
that you believe that variance in the price for crude was based upon 
the ownership of the reserves by the big companies ? 

Mr. Cuark. Yes, sir. I will tell you, I am sure it would seem 
strange to anyone, even a layman who is not familiar with it. 

Senator O’Manonery. The representation has been made to the 
committee that there has been a variance of 35 cents in one place, 25 
cents in another, and so forth, but we have been told that that variance 
is due to the quality of the oil. 

Mr. CuarK. Senator, I don’t think that is so. I don’t think any 
independent producer thinks it isso. For example, it had been going 
on 

Senator O’Manoney. What about your own oil? 

Mr. Cuark. That was what I was going to talk about. For example, 
purchasers had been going along for years paying the same price for 
most sweet crudes as they were paying for west central crude. Then 
they were heavy operators in west central, especially in the Ranger 
crude area. In central Texas and north Texas they used to brag about 
our crude oil when they owned great reserves there. This is sort of 
an independent haven in there. There is a difference in some of the 
oil, I will grant. Maybe some of it is better than other for residuals, 
or something like that, but at the same time, they cut our price back 
7 cents, they increased their own price down there 10 cents. And then 
when they came along in those same fields and increased the price of 
crude 45 cents a barrel, Senator, actually they have received in the 
last 6 months a 55-cent per barrel increase. 

Senator O’Manonery. Can you give an illustration of a dispropor- 
tionate increase for the same character of oil ? 

Mr. Cuark. Well, the only thing 








Senator O’Manoney. Let us take what you call the sweet crude. 
That means the crude of high gravity, does it not ? 








We 


ww 
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Mr, Cuark. Yes, sir. Sweet west Texas crude is about the same 
as west central and north Texas crude, there are the same basic, 
fundamental things in it, the composites. I am not an engineer or 
chemist, so I can’t tell you exactly what it is. 

meneee O’Manoney. It means it is rather light oil than heavy 
crude? 

Mr. Crark. That is correct. 

Mr. Street made the point that west Texas crude as a general rule 
has a great deal of sulfur in it and is not called sweet crude, but 
they have a deep crude in west Texas which is a sweet oil, it does not 
have the sulfur in it. 

Senator O’Manonry. Would it be justifiable economically to pay 
less for crude containing sulfur than for crude without it ? 

Mr. Crark. Yes, sir, it would be, but I am not talking about the 
sulfur type crudes. 

You see, at the time they cut us 7 cents per barrel in our area 

Senator O’Mauonery. The point I am making to you, sir, is merely 
this. Do you have any direct testimony based preferably upon the 
statement by some geologist or an expert in the grades of oil, that 
different prices were paid by Humble in various parts of Texas for 
the same grade of oil? Authoritative evidence to that effect would 
be very important. 

Mr. Crark. I will try my best, Senator, and get that information 
and present it to the committee. 





BRECKENBRIDGE, TEx., March 7, 1957. 
Senator JoserH C. O’MaHoNEY, 
United States Senate, Washington, D. C. 


Dear SENATOR: Since returning from Washington, after giving my testimony 
before your committee last week, I have diligently worked at trying to get the 
facts together with reference to the value of crude oil with which you asked 
me to furnish your committee. As in the case of my testimony, I have made 
every effort to be fair and to see two sides of this question. I still come up with 
the same conclusion I had when I was before your committee—my conclusion 
being there is not much difference in the value of most crude oil from my area 
and in most crudes from the gulf coast. The main difference between the value 
of west central Texas, north Texas, and Panhandle crude and gulf coast crude 
is the freight differential which can be figured all the way from 15 cents to 20 
cents per barrel, which has been maintained through the years at an approximate 
15 cents differential. For that reason, I would say there is at least 15 cents and 
perhaps 20 cents difference in the value of a barrel of west central Texas crude 
and a barrel of gulf coast crude. 

I am sure I have never been quite so confused as I have been in trying to 
determine what is the differential in the value of a barrel of crude oil. You can 
prove almost any case you wish to prove. By using the kerosene content of 
west central Texas and north Texas crude as compared with gulf coast crude, 
you can actually prove that west central Texas crude is worth considerably more 
since crude from my area (west central Texas) has more value so far as jet 
fuel is concerned. Reversing the matter, however, you can prove from an octane 
rating that gulf coast crude has more value since the octane rating of this oil is 
much higher. As I understand it, all refineries have a different basis for lube 
oil, for gasoline, and other such items. For example, I think Guif Oil makes 
its Gulfpride lube from west Texas Ellenberger. Likewise, I understand Humble 
has Panhandle crude as a standard base for its better grades of lube, so ap- 
parently lube stock is no basis for a wider differential. 

It all depends on runs to individual refineries. I am advised that most modern 
refineries are set up to run any type of crude whether sweet, sour, or what have 
you. I am also advised by people who know the industry much better than I 
that, while on paper you can prove almost any case, there is actually not any 
real difference other than freight difference which might be universally agreed 
upon. 
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All of this leads me to the same conclusion which I believe I advanced to your 
committee: that year after year the industry has gone along with the purchaser 
paying approximately the same price for all crude on a gravity basis but making 
an adjustment for freight and gathering differential. I don’t think anything has 
changed in the past couple of years with reference to any refining methods which 
would make the differential widen. It is still the opinion of most of the refineries 
I contacted, as well as most of the independent producers that I discussed this 
matter with, that after years and years of handling the oil in one manner and 
with no radical changes having been made in the last 6 months to make this 
any different, the only reason for widening the margin between south Texas gulf 
coast crude and west central Texas crude is because of the fact that these 
purchasers do net own much production in our area. 

I would like to emphasize one matter again (which I think I clarified before 
your committee upon cross-examination) and that is the fact that purchasers do 
not pay more for their own crude in any certain area than they pay for any- 
one else’s oil. I think this would be so obvious on the surface that they could 
not possibly make it stand up. In other words, those of us who produce along 
the gulf coast in certain fields where the major purchasers naturally receive the 
same price for our oil as the majors get; but, in my particular area (west 
central Texas) and in north Texas and in the Panhandle areas where the pur- 
chasers whom we have discussed are not particularly strong, it seems to me the 
differential in price has been broadened without justification. I trust this will 
answer your questions with reference to the differential but I will be glad to go 
into the matter further if it is not clear. 

I am attaching hereto as per your request a copy of article 6049d of the Texas 
Statutes which covers allocation of oil among pools to prevent discrimination. 
Also, as per your request, I am attaching a history of producing days allowed 
by the Railroad Commission of Texas since 1946 which further proves the 
point that the major purchasers have allowed our pipeline and gathering systems 
to deteriorate to the point where I understand they are able to take only 17 or 
18 days of production out of west Texas. You will note that in some years 
production had been allowed up to a full calendar month. I still think it is a 
dangerous condition for our country to find itself in where the production we 
have in our areas might as well be in the Middle Bast as in the United States 
since there are no means of moving it in case of emergencies. 

If there is any other information you would like to have with which I have 
failed to furnish you, please write me and I will be glad to try to comply with 
your request. I appreciated the kind manner in which your committee handled 
my testimony. Many of us have been greatly upset because of the fact the oil 
industry has come to the point where we apparently have to fight our industry 
problems in Washington rather than on a competitive manner in the business 
world. It seems, however, that with the growth of the international oil com- 
panies the ability of the independents to fairly compete has been stifled. In the 
opinion of most of us, we have gotten to the point where either imports must be 
controlled or the domestic industry is destined to oblivion. 

With kindest personal regards, I am 

Yours very truly, 


LESTER CLARK. 
Excerpt FroM STATUTES or TEXAS 


Art. 6049d. Conservation of petroleum oil and natural gas; duties of Railroad 
Commission 


ALLOCATION AMONG POOLS TO PREVENT DISCRIMINATION 


Sec. 6. In order to prevent unreasonable discrimination in favor of one pool 
as against another, and upon written complaint and proof of such discrimination, 
the Commission is authorized to allocate or apportion the allowable production 
of crude petroleum oil upon a fair and reasonable basis among the various pools 
in the State; provided, however, that in allocating or ascertaining the reasonable 
market demand for the whole State the reasonable market demand of one pool 
shall not be discriminated against in favor of any other pool; and provided fur- 
ther, that the Commission shall ascertain the reasonable market demand of each 
such respective pool as the basis for determining the allotments to be assigned 
each such respective pool, to the end that such discrimination may be prevented. 
As amended acts 1935, 44th legislature, page 180, chapter 76, paragraph 9. 








EMERGENCY OIL LIFT PROGRAM 951 


Senator O’Manoney. Now, on your own oil, the increase varies 
from what to what? 

Mr. CiarKk. Well, actually, in one area, Senator, they increased it 
10 cents per barrel, but they had already cut it back 7, so I got a 
3-cent increase. 

Senator O’Manoney. What kind of oil was that? 

Mr. CiarK. That was sour crude. But in the same area, they raised 
the price of crude as much as 25 cents per barrel. 

In other words, the point I am really making is that if the oil has 
been the same for 40 years down there, why is it all of a sudden they 
find that their oil is worth more than this oil? They are going through 
the same refineries that they went through last year and yet they have 
increased their own oil, going to those refineries by 55 cents a barrel, 
and they have raised ours a net of 18 cents a barrel. 

Now I will grant that there is some difference in crudes. 

Senator O’Manoney. You had equal prices at one time, and now you 
do not 

Mr. Criark. That is correct, sir. 

Senator O’Manoney. For the same kind of oil? 

Mr. Cxiark. That is right, for the same oil we used to get the same 
prices, and now they are just widening that spread. 

Mr. Baker, as I recall—you may correct me on this—said it took 
35 cents a barrel to get the independent back to where he was in 1953. 
Yet, he came along and gave us 18 cents, and he gave himself 55 cents. 

I am not picking on Humble, because they are really a fine organ- 
ization, and they have some fine people, but I am just citing them 
because they led off with this increase. 

Senator O’Manoney. Is Humble your market? 

Mr. Crark. They certainly are; a good market. And I will sell 
to a lot of these others, too—I hope I am in good shape. 

Senator Carroty. May I interrupt to ask a question, Mr. Chair- 
man ¢ 

For July, you referred to a 7-cent price cut in 8 west central Texas 
counties. Humble does not produce in those counties, I take it? 

Mr. Crarx. They operate some, Senator. If I left the impression 
that they do not operate at all in there, I was wrong. 

They operate, but—I have the dope on that with me and it will 
show you. 

Senator Carroxu. I think you said here they had little produc- 
tion ? 

Mr. Crark. Little, and I could say, if any. Some of these com- 
panies had no production in here. 

Senator Carroty. But Humble is a principal producer? 

Mr. Criark. In south Texas and in some areas that I have cited 
where they are the principal producer there are big reserves. They 
have increased the price of crude, including the 10-cent raise, to a 
maximum of 55 cents per barrel. 

Senator Carrotu. There was a price increase in 1953, was there 
not ? 

Mr. Crark. Yes, sir. 

Senator Carroty. Was it based upon the formula that you have 
outlined here today ? 
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Mr. Crark. No, it was not. There might have been some adjust- 
ments, but I think it was more uniform. 

Now I will tell you, we can look it up. I have it here, and I will 
give you that exactly. 

Senator Carroty. Supposing you give us some round numbers. 
What was the price increase—— 

Mr. Cuark. May I cite this one here, since I have it here? 

For example, in these particular railroad commission districts 
where the price of crude had been increased 45 cents and really 55 
cents a barrel on down to as high as 42 cents a barrel, Humble—I 
have it on all the companies, I just happened to have Humble be- 
cause they were here the other day—they produced 239,733 barrels 
per day. They ran from other connections 309,000 barrels including 
this 239,000 which is 77 percent of the oil that they have bought was 
their own oil. In west Texas and west central Texas—and west cen- 
tral Texas is the place where they gave us a 7-cent cut— and in north 
Texas they produced 4,185 per day as compared with 239,000 in the 
fields that I will recite, or in that area, in the south Texas area. 

Mr. McHveu. Mr. Clark, I wonder if you would submit for the 
subcommittee’s consideration the information that you are reading 
from ? 

Mr. Crark. Yes; I would be glad to. Anything I have here, or 
notes, I would be glad to submit. 

Also, I noticed here that they only own 15 percent of the crude 
in the area where they cut the price of crude 7 cents, and where 
they raised it only back up to a quarter and sometimes less. 

Senator O’Manoney. You are reading now from notes? 

Mr. Crark. Yes, but I will be glad to submit my notes if you 
can interpret them. 

Senator O’Manoney. I think it would be preferable if a member 
of the staff would go over your notes, and then you submit them 
to the committee for the record in the way that is satisfactory to you? 

Mr. Crark. All right, I will be very happy to. 

Senator O’Manoney. We might not be able to read your notes. 

Mr. Ciarg. These, incidentally, are from Lockwood Reports, 
which is an accepted report service in Texas. We got these out of 
Lockwood. 

Senator O’Manonery. Won’t you hand that to Mr. Neville? 

Mr. Cuark. Yes, sir. 

(The documents referred to are as follows :) 


| 
| 
| 
| 
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Humble Pipeline Co. 


Railroad Production in 
commission |September 1956, 
district barrels per day 


Fields in which company has its major production in Texas: 
I a ah ici hn IS cancer ae le aalitiamianiclinaiaiiaatainia 16 28, 805 
Se RRR all PRR ta aS EAC ER AEA TAME TRE RP 3 27, 424 
eR. NRRL TNO LOIRE: 1 NIE SANE, 6 25, 157 
ibs dia acts conink weagted cialis Gatelitincinnsencrneneemsomiteepansindiganintiatinmintaieiall 3 12, 388 
I a Md ten aila in cnciesinhneiosnvins Susie deeibiiemheteaie tetaeten cceneeted iadaiedeia daa 3 11, 274 
ac it ac Liat a a tallied ee ed 105, 048 
Ie ne I iiss. conn ccknaddendcusnapotbeebanentensensebananeeuaackacke 327, 587 

1 Outside. 
COMPARISON OF PRODUCTION AND RUNS 
September 1956 data, 
barrels per day 


Company pro-| Runs from all 
duction connections 
to company 


Gulf-coast area, railroad commission district: 
a ae ena 13, 744 44, 889 
ie, Gio alae Ganeeteetinaci dsb cate antiseeus bee ben eueeaewueaamanee 110, 562 119, 837 
ele si ei ha es ee eel anne mahd ae ee aaa 45, 629 52, 284 
Nee en nn nn ene nee ees ede ee eee eda 25, 157 27, 806 
I eet a aA a ae ania tre peas wemeannieotenermenaall 44, 641 64, 697 
ahaa od ea TT sa ee re rei eee 239, 733 309, 513 
West Texas: : S 
ee ae ih ie Ree etnies See tT da eunacaseunbanmemnnendad 4, 185 27, 626 
ee oak Fa ain nermegindanaapenaas apap anieaneaaane 67, 176 160, 476 
SONI D.. 0 REO Dnt ha ie nemo aaa enact 71, 361 | 188, 102 


Source: Lockwood Reports. 
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Atlantic Pipeline Co. 
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| 


Railroad | Production in 
commission |September 1956, 
district | barrels per day 





Fields in which company has its major production in Texas: 
ee aicnehsisbtsbinsanenauntainabaiemansion 
East Texas 


Total 





! 
| 4,101 
16, 433 

15, 021 

1, 768 

4, 725 

42, 048 

76, 730 


3 
6 

| 8 | 
. 
8 








COMPARISON OF PRODUCTION AND 


RUNS 


} 








September 1956 data, 
barrels per day 
—$ 
| Company pro- | Runs from all 
duction connections 
to company 
Gulf-coast area, railroad commission district: 
 Mddadcheickedeihshbhenss sie as oakdlbacandiie<ddddedohsbaereink nce 4,419 6, 597 
Te tivatipannadcdigcttinsstnonneGEbshabGsssssESsisusclstssstsheeeseesecns | 8, 082 6, 262 
DE Mnisn cuneate nacvnnessaeadbussbssbdhasses568SbesSoeseseasee0tecRR 8, 520 335 
ee et re. 16, 433 17, 804 
ED c bet cnonnnedmndccasskesebocbesSetes necks escasaseneténce 24 163 
Tee ne ale eae cin audinc anno | 37, 478 31, 161 
West Texas: er 
A BR SR aD a ae OP, ee PAY 479 0 
I i ee | ae cm abacacbsReccekases cseSbackessetcaces 37, 908 65, 780 
ies Makati tthe ne ona died tbl. caskiedowsaeddsbientiban cace 38, 387 65, 780 





Source: Lockwood Reports. 


| 
| 
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Gulf Refining Oo. 











Railroad Production in 
commission |September 1956, 

district barrels per day 

Fields in which company has its major production in Texas: 
Goldsmith and Goldsmith 5,600 feet................................. 8 22, 471 
Te cnt canon cs i acest enemies saeaaneleasoniemees 8 13, 640 
Nene nnn nn nee nnn ee ae ee 6 11, 943 
‘Teneo 6.000 feet and 6.400 feet nee 3 8, 497 
Se eS eee ee ee ere ~ 8, 939 
eee brcsG_ ol guscusus 65, 490 
er ne rn I OS een ee ee ee 147, 382 
COMPARISON OF PRODUCTION AND RUNS 





September 1956 data, 
barrels per day 


duction | eonnections 


! 

| 

| 

Company pro- | Runs from all 
| to company 














Gulf-coast area Railroad commission district: | | 
scutes A Ee sm mitariniccean ee nna gen nam aw nnn nen ee mn 1, 401 | 519 
Boccia nga eects nmmmabibnionsncinsance sie ieeinaauaencointcaaeaaes 26, 736 | 63, 668 
Oi. 3 tee oa. a maesininis hie oo nee nama ener ot 181 | 7, 214 
Cee en nn eee 11, 943 | 12, 714 
6 (outside) _____- Dee cow waren er ene On Ss 401 | 8, 881 
SIR <oo Benen tcinacbisicivee nds eek ere een Shee ae | 40, 662 | 92, 996 
West Texas: | 
Re ni ete ete ee 4S) ad ee 426 | 91 
aa... eee | 07, 765 | 140, 389 
A | 98, 191 | 140, 480 





Source: Lockwood Reports. 
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Magnolia Pipeline Co. 





Railroad Production in 
commission |September 1956, 
district barrels per day 


Fields in which company has its fe seagee production in Texas: 
Luling Branyon 





Ceetiiamsds aie der tek cae cat 1 5, 571 
East Texas. - Secs 6 10, 668 
Pegasus Ellenburger.. a a aad aie nbd iteniinbeb nnd 7C 9, 090 
Russell, N. Devonian 8 6, 461 
Wichita Co., Miscellaneous 9 5, 262 

ie eee, oc ciueensatsansammenendeorcenmeonen|waccecavesceccee 37, 052 

NAN i nak pe aes ada ecaceens 127, 509 





COMPARISON OF PRODUCTION AND RUNS 





September 1956 data, 
barrels per day 














Company pro-| Runs from all 
duction connections 
to company 
Cen area, Railroad commission district: 
cae ieae Rane henge acedaaesnarsgsn aaraerathern wanna cee nian amereaenn merece 16, 206 23, 034 
3 yl bine Manda eidintitiindsitcbrendencccecocconanndmmamtboontih 2, 732 1,111 
a aaa tal sale nal Sates cabindisahiaepsiaeinmmae 15, 112 23, 719 
Ro aaite aniakbaaemaeddaibwaahiched 10, 668 18, 582 
EE RRS Tit Lo aceite aammnemmibeiinaesmaeneae 2, 688 
ici viih attkenenmhahscuanabadeneibemdbekanmenrae bina ous weet 47, 406 66, 446 
West Texas 
et I AE cath ce acacitnneedenemnnrnnipaahauanamnaainaan@ets 733 12, 298 
ST acta Seine scedillsatateiel <oanssorsseennietiabigeese aranstessqna abate ngewe in beet 58, 082 131, 083 
ial icdciitiatdil cc iihconaealn roan clue eriewaras maediomarisemmtedonsiasaeaes ee 58, 815 143, 381 
Source: Lockwood Reports. 
Railroad Production in 
commission |September 1956, 
district barrels per day 
Fields in which company has its major production in Texas: 
a cloud 6 12, 232 
a 8 6, 168 
TXL Ellenburger x 3, 510 
i epic dp abawennuacowasbbaats 1 2, 764 
Russell N. Devonian 8 2, 483 
a Rien a Nedmindceceaccoees 27, 157 
Total for company for NS eas ere ES a aati al 76, 291 


COMPARISON OF PRODUCTION AND RUNS 


September 1956 data, 
barrels per day 


Company pro- | Runs from all 


duction connections 
to company 
Gulf-coast area—Railroad commission district: 

ce ella Seu itis S acicin ice issn eeondasghasnansiniehagheiincaesebninsibint aaaieiebeaie ieairshan 2, 456 5, 602 
a Saree San al alia rience ieiniacncaloaplateemleanited dh niereeninminemnn a 4, 997 4, 848 
a a ti caer clientes 4, 481 0 
6 (w est Texas) ia ciiiiarieaclet tiettiiiakanilisdinsnlnheninletiibepehcagpitinsteinnaicinte teat dusiepaduaniblcesatrwiel a 12, 232 15, 305 
es eigiatenis pi dedatebicnaswecn e 3, 151 0 
oe Stabe eebabetibtmbanseiteeiewneit ewichehenttbais neat 27,317 25, 755 


485 10, 898 
36, 087 121, 074 


36, 572 131, 972 





Source: Lockwood Reports, 
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Texas Pipeline Co. 


Railroad Production in 
commission |September 1956, 
district barrels per day 


Fields in which company has its major production in Texas: 





ah 3 ok shale. cde sibbh ne leeds bE Let ee en. cee cca saneae 8 17, 711 
SE arr ae 9C 7, 236 
East Texas Field -__- 6 4, 687 
BE bon cade delice s 4, 552 
West Columbia, New - -- 3 3, 533 

OE iS ee Es es oR Si ae ee eee Fo 37, 719 

ee re Se a ee rose, 6n., Sinus anata eteawinteancesweacne 131, 463 


COMPARISON OF PRODUCTION AND RUNS 


September 1956 data, 
barrels per day 


Company pro- | Runs from all 
duction connections 
to company ! 
— 


Railroad commission district, gulf-coast area: 
2 * 





Dive Mébsctbhalinadb Sgkndadkpuldadeiabee tcdcasmictachihialeseaseneen 2, 108 6, 752 
Bi cence Ab alec al Sma Sie dy tthe: eke hot tesa rnin calicttals Minhas stein beeen 30, 155 35, 204 
De ddtce cpbswabaGsduasestaceetdnastoctunbiddacdanetendeemebaanewnadl 7, 516 3, 560 
UD Rp ee a ee ere tapes Pee eT oy ees Flee 4, 687 5, 699 
es Be ee ne aes Sen ei aneecnieamnaetomenennn 3, 499 81 
I ak cnc tall Rethink i a i at teal 47, 965 51, 296 
i _____________ } 

West Texas: 
are ta ihe in ai co a Ne 1, 594 7, 049 
es On Ore se bi hc ce ie ee a ie 56, 362 185 
PE tobe decent hte kdecckd. Su cautakbee abudupagasctabicerteuewtnes 57, 956 7, 234 


1 Does not include 3,387 barrels per day run by Texas Co. trucks or Texas Co.’s share of 178,846 barrels 
per day run by Texas-New Mexico Pipe Line Co. 


Source: Lockwood Reports, 


Mr. CuarK. The preferential policy is obvious, and I will not take 
the committee’s time with other examples. I would note that in these 
areas Humble was asking the Texas Railroad Commission—at public 
hearings—to disregard State laws and allow them to take a dispropor- 
tionate share of production, for the purpose, as their spokesman said 
in January, of selling this oil to Standard of Jersey’s affiliates in 
Europe. 

What this means, I think, is that, from a position of great economic 
power, beyond regulation or control, the major importers are destroy- 
ing the concept that oil should be produced without regard to owner- 
ship and are saying, in effect, that either they produce their own oil 
preferentially at home or they bring it in from abroad. In other 
words, one way or another the American consumer is going to use 
their oil and nobody else’s. 

This is not healthy—certainly not from the independent oil pro- 
ducer’s standpoint, but it is not healthy for our economy, for com- 
petitive enterprise, for the consumer, or for our Nation’s security. 

Parenthetically, let me say that at any time these companies could 
have met the oil needs of Europe by any of three steps: 

1. Diverting Venezuelan crude to Europe, which is presently being 
imported into this country ; 
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2. Changing the refinery yields in this country to make more fuel 
oil and products needed by Europe rather than the high yield of gaso- 
line presently being produced ; or 

3. Cutting back all refinery runs only a small percent and sending 
this crude, thus made available, to Europe. 

Incidentally, a 4-percent cut would have made 320,000 barrels of 
oil that could have been sent to Europe any time. 

Mr. Nevitze. Is that per day, Mr. Clark? 

Mr. Cuark. Per day; yes, sir. 

Senator Carrot. 1 wonder if I might interrupt here, Mr. Chair- 
man, to ask a question ? 

I am referring to your statement. I think you said a little earlier— 
I cannot find the page offhand—that the production quota is 
equitably distributed between the majors and independents? 

Mr. Crark. Yes, sir; that law was passed for the very reason that 
you are talking about. We call it a ratable take law. Now I havea 
copy of the law here if you gentlemen would like to have it in the 
record ¢ 

Senator Carrot. It is not that I have in mind. I just want to use 
the proper terms. 

Were you fulfilling your quota under the ratable takeoff on 

Mr. Crarx. I was not—you are talking about in the fields where I 
operate ? 

Senator Carrott. Yes. Now let me finish. 

Mr. Cuark. Yes, sir. 

Senator Carroii. Were you fulfilling your quota under the ratable 
takeoff prior to the price increase? In other words, were you produc- 
ing all you were called upon to produce ? 

Mr. Crark. I was producing all that they would take, if that will 
answer your question ? 

Senator Carrotu. Yes. 

Mr. CuarK. Yes, sir; I was producing every barrel of oil they 
would take. 

Now in certain areas we had what we call pipeline proration. For 
example—this is terrible to say, because it is a crime when you get 
right down to it—in the Sharron Ridge field of west central Texas— 
I do not know how many wells—there are 500 and more, probably, 
wells. Those are what we call marginal wells, they are 1-barrel, 
2-barrel, up to 10 barrels. There are some large producers due to 
fracturing. But we had imposed in that area what they call pipeline 
proration, just of their own accord. The Railroad Commission had 
given allowables of so much but they would not take but, say, 50 
percent of the oil, and this had gone on for months and months. 

Senator O’Manonry. When you say “they,” who do you mean ? 

Mr. Cuarx. The purchasers of oil. In this particular case Coltex 
was the purchaser of the crude. No; Coltex took it eventually, but 
it went through a pipeline company, Coffield and Guthrie. 

Senator O’Mauonry. Was that pipeline a common carrier? 

Mr. CrarK. Yes, sir; they were a common carrier. 

Senator O’Manoney. And they, on their own initiative and in 
violation of the allowables fixed by the Texas Railroad Commission 
took less than the Texas Railroad Commission had allowed ? 
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Mr. Crarx. That is just one of the fields. Up in the Panhandle 
where Phillips operates—of course, they say they have no market for 
the oil—they were prorating wells up there. It was all over Texas. 

In our area—I do not know of any particular area—the Cities 
Service was just taking part of their oil. The peculiar thing about 
that, Senator, at the same time that they cut the price of crude oil— 
Cities Service led off with 7 cents a barrel and they were imposing 
pipeline proration, not taking all of the allowable oil; they were 
importing crude oil and increasing, I understand, their imports. 


Senator O’Manonry. What transportation facilities do you have 
at the market ? 


Mr. CiarK. Not any, sir. 

Senator O’Manonry. You have no pipeline at all, have you? 

Mr. Cuiark. Not a pipeline except just from the well to the tank 
barrel. 

Senator O’Manoney. The oil that is purchased by the refineries 
from you is transported in what manner ? 

Mr. Ciark. By pipeline usually. 

Senator O’Manonry. Whose pipeline ? 

Mr. Criark. Well, as a general rule, I would say that in 90 percent 
of the cases, it is by the pipeline company or the purchasers. 

For example, if Gulf was taking our oil, they would take it through 
their own pipeline. 

Senator O’Manonry. How would you get it to the Gulf pipeline? 

Mr. Ciark. They tie on right to my tank battery with the pipe- 
line. They, right there. Back in the days when there was real com- 
petition for oil before they started just flooding the market every time 
they got ready to with imports, these companies would come up to 
your tank battery. They were looking for oil, they were trying to 
get it, and they would come up and try to buy the oil from you, and 
they would run a pipeline up to it. 

Now, I believe you had testimony yesterday, I heard Mr. Delaney 
touch on that subject some, and he really expressed exactly what I am 
saying. 

Senator O’Manonry. I know, but I want to get your picture in the 
record because you are here now. 

Mr. Cuark. Yes, sir. 

Senator O’Manonry. How many such pipelines are connected with 
your storage facilities now and by what companies? 

Mr. Crark. I would have to sit down and count them. But I can 
go over quite a few of them: Magnolia is connected, Gulf is connected, 
Cities Service is connected, Stanolind—it is not Stanolind, they have 
changed their name recently ; but it is Standard of Indiana—and Hum- 
ble is connected, Texas Co.—if I did not say that—Scurlock, which 
sells to Magnolia. In other words, they took over from Magnolia some 
of their pipelines just as a matter—I do not know what their reasoning 
was in it. 

Senator O’Manonry. You have already mentioned three oil com- 
panies or their subsidiaries which are members of the MEEC, the 
Middle East Emergency Committee, established by the Government to 
carry out the Government’s program of lifting oil to Europe. How 
many of those Gulf pipelines are now taking your oil ? 

Mr. Ciark. Gulf is taking some, 
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Senator O’Manoney. Texas? 

Mr. CuarKk. Texas. 

Senator O’Manoney. Humble? 

Mr. Crarx. Humble is, some of it. 

Senator O’Manonery. Are they taking as much as they did for- 
merly ? 

Mr. Crark. They are taking the allowables. 

Senator O’Manonry. They are all taking the allowables now? 

Mr. CrarK. That is correct. Where I operate— 

Senator O’Manonry. How about Caltex ? 

Mr. Crark. California—aren’t they the one out in El Paso, Tex. ? 
Well, I will tell you a peculiar thing about them. We had a field 
right up at the edge of Texas and New Mexico, in which they had a 
— just within less than a mile from us, I would say. They 

ave been a little more, but it just varied right in there. They would 
not buy our oil, they would not take it. 

Senator O’Manonry. When ? 

Mr. Ciark. Just recent] 

Senator O’Manoney. Since the Suez? 

Mr. CrarK. No, they are taking it now; yes, sir. 

Senator O’Manoney. But before Suez, they did not take it? 

Mr. Criark. No, before Suez. That was the reason I made the 
statement a while ago that it was not necessary to increase allowables 
for them to get oil. 

I have here, and I would like to put it in the record, several fields. 
One field, with ninety-some-odd wells in it, with 10 million barrels of 
reserve, won’t even connect a pipeline. And Magnolia is in there; 
Gulf is in there—not right in the field but in the area—and they won’t 
take it at any rate. 

Senator O’Manonry. Please give that to the reporter. 

(The document referred to is as follows:) 


VAREL (SAN ANDRES) FIELD 


The Varel field is located in west-central Howard County, approximately 8 
miles north and west of Big Spring. The discovery well, D. W. Varel No. 1 
Guitar Trust, was completed in February 1955, from San Andres dolomite at 
a depth of 3,100 feet for an initial potential of 170 barrels of oil per day, 14-inch 
choke 4 percent water. 

At the present date (February 1957), 92 wells have been completed in the 
field on a 40-acre spacing pattern, all on the pump, and the total monthly pro- 
duction is approximately 75,000 barrels of oil. 

Previously to the Suez crisis, the field production was on a 50 percent pipeline 
proration schedule. The oil is trucked at the rate of 28 cents per barrel by the 
Scurlock Oil Co. Scurlock trucked a greater part of the oil to Midland 
(50 miles) where it entered the Guif pipeline. The balance of the oil was 
trucked to the Cosden Refinery at Big Spring (15 miles). 

For the past 3 months, or since the Suez crisis, Scurlock has been taking the 
full field allowable to the destinations mentioned above at the same trucking 
costs. However, Atlantic is now taking a large amount of the oil trucked to 
Midland. 

No major pipeline company has been interested in connecting to the field, al 
though Gulf and Magnolia have pipelines approximately 10 miles to the south, 
and Shell has a line 3 to 4 miles to the northeast. The Shell line, we under- 
stand, is an old line of which 17 miles have been removed. 

Shell, Magnolia, and Cosden have been approached toward construction of a 
pipeline to the field. They have also been contacted as to whether they would 
take the oil if the Varel field operators constructed a pipeline to their closest 
connection. They were not interested in either proposal. 
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It is apparent from the foregoing that no major pipeline company is interesied 
in taking the Varel field oil except in a case of emergency such as the one that 
exists at the present time. They are not interested in any pipeline connection 
that would obligate them to take the oil once the Suez problem is settled. 


Group “4000” F1reLp 


The Group “4000” field is located about 6 miles northwest of Blackwell in 
Nolan County. The discovery well, Jones and Stasney No. 1 G. W. Cochran, 
was completed in June 1953, for an initial potential flowing of 265 barrels of 
oil per day. 

Development is still active in the area with approximately 38 wells completed 
as of February 1957. 

The present calendar day production is 1,100 barrels of oil. The estimated 
reserves on the completed wells have a minimum figure of 1,630,000 barrels of 
oil and 3,800,000 barrels as a maximum. The field limit has not been deter- 
mined southward, but there is a good possibility of doubling both the daily 
production and the estimated reserves. 

The Permian Oil Co. is presently trucking all the oil from the area at 24 
Sanpee barrel. We are of the opinion that Magnolia purchases the oil from 

ermian. 

Both Magnolia and Humble, and possibly others, have been approached to lay 
a pipeline to the area. Since no major company is apparently interested in 
the oil, the field operators have recently gotten cost estimates on constructing 
their own line from the field to the Humble pipeline connection which is ap- 
proximately 7 miles southeast. The pipeline cost is estimated to be $80,000. 
Humble agreed to pay the operators 1 cent per barrel for the oil. We under- 
stand that Cities Service will purchase the Group “4000” field oil from Humble. 





MIAMI OPERATING Co., INC., 
Abilene, Tex., February 15, 1957. 

The Moro area production was first discovered in December 1955 with Miami 
Operating Co., Ine., M. V. Shaffer No. 1, producing from the cross cut sand. 
Subsequent to that date, there have been 27 producing wells drilled, producing 
either from the cross cut or the gray sand. All wells, with the exception of 
one, are capable of making their current prorated allowable. 

The operators in this field have repeatedly tried to obtain a pipeline con- 
nection but were refused and penalized so that the production had to be trucked 
at a rate of 25 cents per barrel. In October 1956 Humble Pipe Line was con- 
tacted. A full engineering report was given to them which lists the total 
primary and secondary reserves from the field at approximately 5 million bar- 
rels. During all of the discussions Humble led the operators to believe that 
this would be a profitable pipeline venture if the operators could assure Humble 
of a firm market for the oil. The operators contacted Cities Service and were 
refused. Finally Cities Service, in the first part of January 1957, agreed to 
take this oil providing Humble would furnish the pipeline connection. When 
Humble was approached with this proposition, they changed their story and 
stated that it was not a good pipeline proposition but would offer the operators 
the following: The operators were to purchase and lay all line, which was 
approximately 13.62 miles, including gathering system. Humble would furnish 
the necessary pumps. The operator would have to furnish all illegal and right- 
of-way and in no way would Humble be obligated or furnish any assistance 
in laying of this line. In turn, Humble agreed to run our oil, giving 1 cent 
per barrel over current posted price. The operators felt that due to the length, 
and due to the time element in approaching all the necessary royalty owners 
and operators, that perhaps another and more equitable method could be worked 
out. 

Onyx Pipe Line was contacted and, in turn, a contract was entered into with 
them as follows: Onyx was to lay a line which would pick up all the oil in 
the Tuscola area, the Gardner field, and the Moro field. In turn, for their in- 
vestment of approximately $350,000 they are to charge the operators 10 cents 
per barrel until said line is completely paid out or for not over a maximum of 
30 months, due to the fact that with Onyx putting in pipeline they would pick 
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up approximately 100,000 barrels per month which is presently trucked oil in 


the central Taylor County area. The operators of the Moro area agreed to 
this proposition. 


Yours very truly, : M 
ACK STIVERS. 


Senator Carroti. Mr. Chairman, what I had in mind in asking the 
question, which you so ably brought out: These pipelines connected 
with your property, are they common carriers 

Mr. Cuiark. Yes; they are supposed to be common carriers. 

Senator Carrotz. Do they function as true common carriers? 

Mr. Crark. Senator Carroll, 1 do not know anything about the 
pipeline business, except that I do know that you have to have a 
market for it. If they function as true common carriers, at the end 
of their pipeline I would have to have a refinery or something to take 
that oil. Well, the only refinery at the end of their line is their own 
refinery, as a general rule. 

Senator Carrotu. Yes. In other words, they take according to their 
capacity to take; if they need it, they will come and get it from you? 

Mr. Crark. Yes, sir. 

Senator Carrott. You have your oil—what is the expression you 
used ? 

Mr. Criark. In my tanks. 

Senator Carrort. Yes—and they have their pipes connected with 
your tanks ? 

Mr. Crark. That is correct. 

Senator Carroty. When they need-it, they buy it? 

Mr. Crarx. That is correct. 

Senator Carroti. Now the question I am leading to is this: Were 
you up to full production, that is, was the oil flowing through these 
tanks up to your full quota ? 

Mr. Sakae As a general rule, that isso. Of course—— 

Senator Carrot. Mr. Baker, of Humble, testified that, in order to 
stimulate production, they had to have a price increase. That was one 
of the reasons that he gave. There are others, but that was the one 
that he mentioned. Could you have given more oil if they were will- 
ing to take it through these pipelines prior to the price increase ? 

Mr. Crarx. I probably could have in some places given more oil, 
but there are a lot of operators in Texas that Sane could have 
increased their production within MER, that is, maximum efficient 
rate of production. 

Senator Carroiu. I thought you just said that you had filled your 
quota? Would you have had to have a change by the railroad com- 
mission before you could give them more oil ? 

Mr. Crarx. Well, that is what I was really getting around to say- 
ing, that I could give them more if there were transportation facilities 
to take it. 

But you see, it is getting to the point where some of the leases are 
not connected to transportation facilities. In other words, you might 
as well have that oil, as someone so ably expressed it, in Saudi Arabia 
as have it in Texas where you cannot get it to the coast. 

Since Suez, the matter has been called to the attention of the public 
so much that the railroad commission has ordered a hearing on April 


1 to show cause why these pipeline companies should not extend their 
lines to gather this oil. 
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And some of the companies—I notice Humble is running a new line 
out of west Texas to carry 100,000 barrels a day. 

Senator Carrot. Where is that line going to? 

Mr. Crark. I understand it is going to the gulf coast. 

Senator Carrot. To the gulf coast ? 

Mr. Crark. Yes, sir. 

Senator Carrott. Did you make some reference to the west coast? 
Is there some plan under contemplation to put in a pipeline to the 
west coast ? 

Mr. Crark. Senator, I understand there has been one, and prob- 
ably many such plans, but no one seems to get it over very well. A 
little independent such as myself, and other independents I know, it 
is too much money for. We cannot even think in those terms. 

Senator Carrot. In other words, you cannot get rid of your oil 
unless it goes through these pipelines which are owned by some of 
the majors that Senator O’Mahoney just mentioned ? 

Mr. Crark. Yes, sir; that is absolutely so. 

Senator O’Manonry. Would I be correctly interpreting the mean- 
ing of your testimony if I were to say that before Nasser blockaded 
the Suez Canal, the major companies had blockaded west Texas? 

Mr. CuarK. They had blockaded west Texas, west central Texas, 
north Texas, Oklahoma, and Colorado. 

I will tell you, this thing just brought to the front the state of 
affairs that our economy was in. You just cannot have any way of 
expressing it except just to say that they could not get the oil out of 
there. That is what was the matter. So they stared looking around for 
somebody to blame, and they blamed the independents. But it was 
their own fault, they are the ones that did it. They did not extend 
the lines, and they were the ones that were supposed to. 

They took advantage of the common carrier laws for condemna- 
tion and everything else, and they ought to go and get the oil. 

Senator O’Manoney. We are being asked in the Senate to pass a 
resolution authorizing the use of armed services of the United States, 
and to make huge grants of money at the discretion of the President 
to break the Suez blockade by Nasser, but nothing is being done to 
break the blockade in Texas and the other Western States. 

Mr. Ciark. The railroad commission is making every effort to do it. 

Senator O’Manonry. But it does not have the authority. 

Mr. Crark. Well, it has right now; it has the authority to make 
them go get this oil. Because if they did what they wanted to do, 
we would still be in the same shape. They wanted them to raise the 
allowables on the gulf coast, where they own the oil, and get the oil 
until this crisis was over. 

Senator O’Manonry. Was that statement made publicly by the 
big companies ? 

‘Mr. Crarx. I have it right here, a copy of the testimony in which 
they 

Senator O’Manonry. Please put it in the record. We want that. 

Mr. CrarKk. What they actually did, they were asking for more oil, 
more days—I think we had better have both of them. That came 
out of the railroad commission testimony in Austin. I was there 
and heard it. 

Senator O’Manoney. This testimony was given by whom? 

90507—57—pt. 29 
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Mr. CuarK. That was given by, Senator—Mr. Herman Pressler, 
I believe, wasthe one. I would have to go back—— 

Senator O’Manoney. What was Mr. Pressler? 

Mr. Crarx. He represents Humble. They were the ones that led 
off with this request. 

Senator Carrott. What was the date? 

Mr. Cxiark. This one here is in MOR November 15. Let me 
look and be sure of myself on this. Yes; I said a while ago Magnolia 
and Shell were in on that request also. This was on—Mr. Pressler 
asked for it—November 15, that he asked for it. And here is another 
hearing on January 18. What we were trying to do here was establish 
the fact that they were wanting this extra oil to sell to their own aflil- 
jates in Europe. 

(The documents referred to may be found in the files of the sub- 
committee. ) 

Mr. McHueu. Mr. Clark, would the increase in the allowables in 
these gulf coast areas have benefited independent producers? 

Mr. Crarx. Y es, sir. If they had increased them, but they have not 
increased them in the gulf coast area. The railroad commission has 
said : “You are going to stay by the law and take it clear across Texas, 
or you are not going to get it.” 

So then they w ent out and reached out and took it from fellows such 
as myself. If they had had their way, they would have taken it only 
from the area where they were the principal producers. 

Senator Carrotit. I do not know whether I understood Mr. 
McHugh’s question. If the request by Humble had been given accord- 
ing to their wants, if it only applied to the majors, would that have 
helped the independents ? 

Mr. Ciark. That is not exactly right, Senator Carroll, for the reason 
that they would have had to have taken it in those districts from all 
operators. But that is where their principal holdings were. That is 
not so with some of them, but it is so with some of the companies. 

Actually, if they had given them that right, west Texas, New Mexico, 
Oklahoma, and west central Texas would still be sitting there taking 
the same amount of oil, and our pipelines would still be | prorated, and 
they would be taking out of a well that would make a barrel a day— 
they would pr obably be taking a half a barrel a day out of it. 

Senator O’Manonry. Let me read to you two paragraphs from your 
statement 

Mr. Crark. Yes, sir. 

Senator O’Manoney. So as to clarify your meaning. I am read- 
ing first from page 6, at the bottom of page 6. 

Mr. CrarK. Let me go back to it, Senator O’Mahoney. 

Senator O’Manoney. This I am doing for the benefit of the re- 
porters who are now busily turning to the page. 

Mr. CrarK. At the bottom ? 

Senator O’Manonry. Of page 6; yes. 





To support that statement, I want to refer to these facts: “No. 1. Humble, 
owned more than 80 percent by Standard of New Jersey; Shell, entirely owned 
by Royal Dutch Shell; and Magnolia, entirely owned by Socony, asked the 
Texas Railroad Commission to grant to them in contradiction to Texas law 
preferential exemption to ratable—or equitable—take by permitting fields in 
which they dominate to produce a disproportionate share of oil.” 
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Now, turning back 

Mr. Ciarx. Which page, sir? 

Senator O’Manonery. | am looking for the page myself now. 

Mr. Ciark. Maybe you are talking about market demand. 

Senator O’Mauonry. No; I am talking about the laws of Texas. 
Here it is at the top of page 6: 





Under those laws of the State of Texas, production is prorated equitably among 
all the wells of the State—without regard to ownership of oil. This is an 
essential safeguard against monopoly. By law, production cannot exceed market 
demand, thus preventing wasteful production; and, whatever the total needs 
are, all producers share equitably in supplying those needs. 

That is your testimony ? 

Mr. Cruark. Yes, sir. 

Senator O’Manoney. And you stand by it? 

Mr. Crark. I certainly do. 

Senator O’Manoney. The Texas law was designed to prevent over- 
production of oil and, therefore, the railroad commission is authorized 
to determine what the distribution is to be, and that distribution is 
made equitably among all the producers in Texas, whether they are 
integrated companies or not, independent or connected with the for- 
eign : producers / 

Mr. Ciark. That is correct, sir. 

Senator O’Manonry. And then you said 

Mr. Ciarx. You understand that is a part of the Texas law. The 
primary law is conservation, 

Senator O’Manonry. Yes. 

Mr. Ciark. But we have also two laws, the marginal-well law and 
the ratable-take law, which apply otherwise to—— 

Senator O’Manonry. I am speaking now about the relationship 
between your statement that the Texas law is an essential safeguard 
against monopoly, and then your following statement that the Humble 
Oil Co. actually appeared before the Texas Railroad Commission to 
apply for a grant in contradiction to Texas law for a preferential 
exemption to ratable or equitable take by permitting fields in which 
they dominate to produce a disproportionate share of oil. In other 
words, they asked for permission to take the oil from their own fields 
and exclude or blockade the independent producer ? . 

Mr. Cruark. I want to go a little further there, though, and say 
that they did not say particular fields; they said particular districts. 
If they happened to be the principal operator, it was just coincidental. 
But, at the same time, in fairness to them, they were contending that 
there were not pipeline facilities available to take the oil out of these 
other areas. A list of all the days since 1946, allowable days of 
production, on which the allowables in our State were allocated over 
the entire State. You see, we go on a day basis. We have allow- 
ables set according toa yardstick, engineering yardstick 

Senator O’Manonry. All I want is the fact, Mr. Clark. Can any- 
body challenge these two statements I have just now read and reread 
from your PNY ¢ 

Mr. Crark. I do not believe they can, sir. They might put a little 
different interpretation on it, but I think you have got it pretty much 
right. 

Senator O’Manonry. What different interpretation could they put 
on it? 
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Mr. Cxarx. The one I am trying to tell you; they said they were 
doing it because they could not get the oil out of west Texas because 
of pipelines. Another thing that you said, which I did not exactly 
say in this thing, I did not mean exactly, was that they took it only 
from their own fields. But they only took it from districts. 

Senator O’Manonery. In which they predominate / 

Mr. Crark. That is correct, sir. 

Senator O’Manonry. But they had the only pipelines? 

Mr. Crarx. Well, no; that is not correct. They did not have the 
only pipelines. These particular ones, the principal—the marketers 
had the pipelines; you are right there. But I mean, for example, I 
do not want to say Humble had the only pipelines, or Gulf had; 
they all had the pipelines. 

Senator O’Manoney. But the refineries 

Mr. Crark. Yes. 

Senator O’Manoney. The marketers had the pipelines? 

Mr. Cuiark. That is correct, sir. 

Senator O’Manoney. It is exactly the same as the situation in the 
Middle East. The pipelines were sabotaged in Syria, the Suez 
Canal was blockaded, and the big Middle East oil companies were 
so outraged by this interruption in transportation of oil, that they 
have been seeking relief, and the Government of the United States 
is carrying on the oil lift. In order to have that carried on, the 
Government appointed, in the first place, 15 of the major oil com- 
panies to do the job of transporting the oil, and granting them 
exemption from the antitrust laws to do so. 

Mr. Crark. Which I will say, a little later in my statement, that 
I do not think is for the good of anybody. 

Senator Carrotu. Right at this pomt, Mr. Chairman—I do not 
want to interfere. You complete your statement. 

Mr. Crark. No; I wanted to make a point that, while they were 
testifying on the number of days they could produce and they could 
only take so many days out of west Texas—and I am sure they know 
what they were talking about—there was one reason that enters this 
that is quite important. 

A while back here in 1948, for example, they were allowed to 
produce every day, and they got on down to 23 days—let’s see, I 
have the averages down here: 23 days in 1951, 21 in 1952, 19 in 1953, 
16 in 1954, 16.2 in 1955. In other words, I do not know what the 
record is in 1956 right offhand, but I am sure it is not any difference. 

The one reason that they were cutting it down, that they said they 
could not take it out, is that they had changed a bunch of gathering 
lines that used to go out there and bring the oil to the gulf coast. 
They had turned those into products lines, which we think is in vio- 
lation of the law, and have asked the railroad commission, and I 
have a copy of it here and would like to introduce it in the record 

Senator O’Manoney. You may doso. 











Mr. Crarxk. In which the railroad commission has asked them to 
show cause why they took these gathering lines and made products 
lines out of them. We think they ought to continue to take oil from 
that area rather than take their own products that they refine, maybe 


from Venezuela, and crude or something, back into the area where the 
oil is produced. 
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(The document referrred to was as follows :) 


RAILROAD COMMISSION OF TExAS OIL AND GAS DIVISION 


Oil and Gas Docket Nos. 108, 120, 123, 124, 125, 126, 128, 129, 132, and 146— 
No. 20-34,913 


In Re General Inquiry into the Status, Facilities, Extensions, Capacities, and 
Practices of Common Carriers of Crude Oil in Texas; Relative to Required 
Increases in Capacities and Throughput of Such Common Carriers, Required 
Extensions to Unconnected Oil Wells; Inquiring into the Conversion of 
Crude-Oil Lines to Products, and Related Matters 

AUSTIN, TEXAS, 
February 19, 1957. 

Order giving the public and all persons in the State of Texas, including all com- 
mon carriers of crude in Texas as the same are defined by statute, and the 
owners thereof, notice of hearing of a general inquiry into the status, facili- 
ties, extensions, capacities, and practices of common carriers of crude petro- 
leum in the State of Texas; such hearing relating to increasing the capacities 
and throughput of common carriers of crude from north, west, west central, 
and north central districts; relating to the requiring of all common carriers 
of crude oil to extend connections to unconnected oil wells in Texas; relating 
to the conversion of pipelines, having common carrier status, from the car- 
riage of crude to products without securing the prior consent of this commis- 


sion; relating to related matters of waste and the protection of correlative 
rights 


Ir IS HEREBY ORDERED That notice be and the same is hereby given to the 
public and all interested persons in the State of Texas, including all common 
earriers of crude oil in Texas, that the Railroad Commission of Texas at 
2 p. m., April 1, 1957, in the Stephen F. Austin Hotel in Austin, Texas, will 
hold a hearing, under the authority of Article 6049a, Sections 7, 8b, 9 and 11d, 
Vy. C. S., for the purpose of hearing evidence in order to determine, upon the 
petition of West Central Oil & Gas Association, East Texas Oil Association, 
North Texas Oil & Gas Association, Panhandle Producers & Royalty Owners 
Association, and Texas Independent Producers & Royalty Owners Association, 
whether the Humble Pipe Line Company, Texas-New Mexico Pipeline Company, 
Rancho Pipeline Company, Texas Pipeline Company, West Texas Gulf Pipeline 
Company, Shell Pipeline Company, Service Pipeline Company, and all other 
common carriers of crude having trunklines running through or originating 
in the north, west, and west central districts should be required to increase 
their capacities and throughput so as to make available sufficient transporta- 
tion facilities to carry to market the crude oil that could be produced in north, 
west, and east central districts, but which is now restricted or shut in by 
reason of inadequate transportation facilities to market. 

At such Hearing, evidence will be received as to oil wells without pipeline 
connection and as to whether the common carriers of crude oil in this state should 
be required to extend connections to all wells within their respective operational 
areas. 

At such Hearing, evidence will be received as to conversions (or abandonments) 
of crude oil pipelines owned by common carriers to the transportation of products, 
without the prior consent of this Commission, in violation of Article 6049a, 
Section 6a, V. C. S., and as to whether any such abandonments (or conversions) 
should be required to reconvert to the transportation of crude oil. 

At such Hearing, evidence will be received as to discriminating practices by 
common carriers in the purchase and transportation of oil and in such event 
appropriate action will be taken by this Commission under the authority vested 
= it by Title 102, V. C. S. and, in particular, by Article 6049a, Sections 8 and 11, 

.C. 8. 

At such Hearing, evidence will be received as to whether the production of 
crude oil is “in excess of transportation or market facilities or reasonable market 
demand” so as to constitute “waste” as prohibited in Article 6014, Section (j), 
Vv. C. S. and whether the Commission should exercise its authority under such 
statute and further restrict the production of crude oil in this state to a state 
allowable that, when split on a fair and reasonable basis among the fields of 
this state and as between the wells in the field, will avail to each producer of 
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crude oil in the State of Texas equal, adequate and sufficient facilities for the 
carriage and transportation of the crude oil of each to market. 

Ir IS FURTHER ORDERED That each common carrier in this state, as common 
carrier is defined by statute, shall file, within twenty (20) days from this date, 
with the Railroad Commission of Texas, attention: General Inquiry of Common 
Carriers, Tribune Building, Austin, Texas, the following information, with re- 
spect to each, sworn to and in triplicate: 

(1) Map, or maps, of the entire system showing thereon: 

(a) The entire trunkline system, its location, size capacity, location of pump 
stations and sizes thereof, together with the dates of each installation, and the 
location of connections with other gathering systems and trunk lines, giving 
the names of the same. 

(6) Enlargements of capacities or throughput or pumps with location and 
date of installation. 

(2) Map to scale of gathering systems owned or operated showing: 

(a) The gathering system and the wells in each field which the system serves, 
showing the exact location of all wells to which the system is connected, the 
lease name, operator and date of connection. 

(b) The location, lease name, operator and date of completion of all wells 
without pipeline connection within any field served and the location, lease name 
and operator of all wells without pipeline connection that are nearer your line 
than any other crude oil line. 

(3) A statement of ownership, giving the percentage of ownership of all per- 
sons owning more than five (5) percent, giving the date of incorporation and 
the date the carrier began doing business. 

(4) A financial statement, in detail, for the years beginning with January 1, 
1948, through the last fiscal year, showing, by balance sheet, gross assets, reserves 
for depreciation, liabilities, capital, capital and earned surplus. 

(5) A statement of dividends paid by year, recipients thereof with the total 
amount received by each, since 1945 or date of incorporation, which ever is later. 

(6) Profit and Loss Statements, by year, beginning with January 1, 1948, 
through the last fiscal year, showing gross income, depreciation, largest expendi- 
tures and net income. 

(7) A Statement of Cost per Mile of the installation of the existing system, 
showing the cost per mile for the installation of the trunkline, the cost per mile 
of the installation of the gathering system and the cost per mile of recent ex- 
tensions, giving the dates of such expenditures, breaking such costs down, how- 
ever, into the cost of the right-of-way, the pipe, the installation thereof, and the 
pumps, giving the size, description, and general location of each. 

(8) A Statement of Enlargements of Capacities or Throughput since Jan- 
uary 1, 1952, giving the location, date of installation, increase in capacity and 
method of effecting. 

(9) A Statement of Projected Enlargements of Capacities or Throughput, 
giving anticipated locations, dates of installation, capacity and method of effect- 
ing. 

(10) (@) Map showing the location of any crude oil line converted to a prod- 
ucts line, showing the date of such conversion, the size and crude oil capacity of 
such line, the trunkline, gathering systems, or wells, and the refinery to which it 
may have been connected prior to conversion. 

(6) A Statement as to whether or not the permission of the Commission to 
effect such conversion was first sought and secured. 

(11) State estimated cost of increasing capacity or throughput of each trunk- 
line by 20, 40, 60, 80, and 100 percent and how the same could be effected in each 
ease, using the most economical method. 

(12) Furnish a chart as to each trunkline showing the percentage of capacity 
carried in each of the last twelve (12) months as compared with the total maxi- 
mum capacity each month. Show on this chart the maximum capacity that 
could be carried if pumping stations were enlarged or added. 

IT IS FURTHER ORDERED, That the Humble Pipe Line Company, Atlantic Pipe 
Line Company, Texas-New Mexico Pipeline Company, Rancho Pipeline Company, 
Texas Pipeline Company, West Texas Gulf Pipeline Company, Shell Pipeline 
Company, Service Pipeline Company and all other common carriers of crude hav- 
ing trunklines originating in or running through the North, West, and West 
Central Districts of Texas, do appear at said hearing and show cause why each 
should not be compelled to increase its capacity or throughput in their respective 
trunklines on a fair and proportionate basis so as to provide equal, adequate, 
and sufficient transportation facilities for crude oil that could be produced in said 
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districts but which is currently restricted or not produced by reason of transpor- 
tation facilities that are of insufficient capacities to carry such crude oil out of 
gaid districts. 

IT IS FURTHER ORDERED, That all common carriers of crude oil do appear at said 
hearing and show cause why they should not be ordered to offer connections to 
all wells requesting connection. 

IT IS FURTHER ORDERED, That such common carriers as have abandoned or con- 
verted crude oil pipelines to the carriage of products without permission of this 
Commission first had and obtained appear at said hearing and show cause why 
they should not be ordered to reconvert said lines to the transportation of crude 
oil. 

Pursuant to said hearing the Commission will enter such orders and rules and 
regulations as in its judgment may be necessary and lawful and in keeping with 
the evidence submitted. 

[SEAL] 

RAILROAD COMMISSION OF TEXAS, 
OLIN CULBERSON, Chairman. 

ERNEST O. THOMPSON, Commissioner. 
W. J. Murray, JR., Commissioner. 

Attest: 

O. D. HynpMan, Secretary. 


Number of producing days allowed by regulatory authorities in the prorated 
an of Texas 



































Month 1946 1947 1948 1949 1950 1951 1952 1953 | 1954 1955 
ks eh oe eer nde Pt oe ae 
January -- aienkel eS Ae ol oe 17 22 22 22 17 18 
eee | 18 29 a ee 20 22 - 1 we 16 
March. .- ; | 21 20 31 _—.7 17 23 24 21 | 18 18 
Be Ss anes c| 98, 88 30 19 17 23 22 19 | 18 17 
ccc custesely ae 22 | 31 19 18 24 ae ae 16 
June-._-. A. ae 22 30 18 19 23 19 2 =| 17 15 
ic hrciiemime i ee 31 | 17 21 24 «CO 18 21 | 16 15 
August__- i ae 25 | 31 17 21 sae TF Sa: hm! ae 15 
September_.......-| 22 26 30 18 22 24 22 19 15 15 
October __ 21 31 31 19 22 25 23 19 15 16 
November. 21 30 30 20 21 23 23 17 15 16 
December----_----- 21 31 31 18 20 23 23 Bicol 16 17 

oo > 366 238 230 278 | 259 | 236 | 194 194 
Average eR. 1 23. 5 24.1 30. 5 19.8 19.2 %.2| 21.6 19.7 16.2 16.2 

' | 





Senator O’Manoney. Very well, proceed. 

Senator Carrot... Just one further question, Mr. Chairman. Again 
coming back to my original question, on page 7, following your state- 
ment about these companies asking for preferential exemption by 
permitting fields which they dominate to produce a disproportionate 
share of oil—paragraph 2 of page 7: 

Are the importing companies, through their Texas affiliates, asking also for 
production in excess of market demand—again, in direct contradiction of Texas 
law—when, all the while, it was not necessary to increase allowables to increase 
the flow of oil? 

By their control over transportation systems from the field, some 
importing companies have been limiting the amount of oil marketed 
by independents. That is why I ask the question. Perhaps I ought 
to lay a little foundation so you will know exactly what I am trying 
to get at. 

Mr. Baker, of Humble, testified—I will give you the substance of 
his testimony—that there was a shortage of oil because of the ship- 
ments going to Europe, and it was necessary to produce more oil for 
shipment eventually to go to Europe. It is my impression that that 
is why they went before the Texas Railroad Commission. 
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Having that in mind—that is what I asked the question for—you 
make the statement it was not necessary to increase allowables to in- 
crease the flow of oil. Was this a fault of the transporting systems 
from the fields; were they holding down the production—is that your 
idea—because they wanted their dispr roportionate share / 

Mr. Crarx. Mr. Street here has been working quite a bit on that 
very thing. We have been working on this pipeline Rination, 1 and I 
will let him explain it a little further. 

But I would like to say you have the reason, that it was not neces- 
sary, because the oil was there and allowables for oil all over west 
Texas and west central Texas and north Texas that they could have 
had by just going and making the arrangements to get the oil. 

For example, there are unconnected w ells all over the area. There 

was no shortage of oil. You see, our railroad commission every month 
had increased—the idea has been gotten out that we have held the line 
and have not increased it. We are producing right now, as I under- 
stand it, 270,000 barrels a day more than we were before Suez in Texas. 
And we have another increase coming in March that they seem to have 
asked for, and they are giving it. Whenever the stocks get where they 
need oil, the railroad commission gives it. I have never heard of the 
railroad commission failing to meet the market demand. Whatever 
the true market it, they give it. 

But they just do not give it to Humble. That is what I was getting 
around to. They say the allowable for the whole State is that much, 
and “Mr. Humble, if you want it you go over and buy it.” The oil 
is there. 

Senator Carroti. Are some of those wells connected with pipelines 
that you speak about? Could they have had access to the wells? 

Mr. Crark. I do not know whether they are connected to Humble, 
but they sure could have had access to it. There are operators all over 
Texas and west central Texas wanting to sell their oil. 

Senator Carroiu. I meant, were the transportation facilities ade- 
quate ? 

Mr. Crarx. They had tank cars, if they did not want to put pipe- 
lines in there. 

Bruce, what do you think about that? 

Mr. Srreer. I was going to add that the gathering and transporta- 
tion facilities had been allowed to deteriorate over a matter of years 
due to excessive imports, and that when additional oil was needed 
and asked for, the pipeline companies and purchasers did not ma- 
liciously withhold that oil; the facilities to get it to the coast just were 
not available. 

The reason they were not available is that every time they had 
needed more oil, rather than increasing the facilities and connecting 
up new wells, they just brought another tanker load in from the 
Near East. 

Senator Carrotz. That is all. 

Senator O’Manonery. As I understand now, according to your 
testimony, the allowable production in Texas is considerably greater 
now, by 200,000 barrels daily, than it was before Suez 

Mr. Crark. That is right; a little over 200,000. And they have 
asked for another increase, and the railroad commission granted it. 

Senator O’Manonry. Who are “they ?” 
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Mr. Crarx. The companies. 

You see, you have to understand the working of our commis- 
sion—— 

Senator O’Manoney. But when you say “they,” I want it definite 
in the record. 

Mr. Criarx. The purchasers—let me put it that way, sir—the pur- 
chasers have asked for an increase. 

Senator O’Manonry. The refineries? 

Mr. Cuark. That is right. 

Senator O’Manonery. They are the big fellows? 

Mr. Crark. As a general rule, they are the large ones; yes, sir. 
There are some independent refiners, but they are in the same squeeze 
we are in. 

Senator O’Manonry. Did the increase in the price of crude in- 
crease the quantity of oil produced ? 

Mr. Crark. No, sir; I do not think that had anything to do with 
increasing 

Senator O’Manoney. What brought about the increase? 

Mr. Crark. I am sure that it is something that won’t happen over- 
night. Now, I will tell you what it will do. It will make it possible 
for operators to go out and look for additional oil. But that is the 
terrible thing about relying on foreign imports; you just do not find 
that oil overnight by increasing the price of crude, you have to give 
somebody an incentive to go out and look for these fields. 

Senator O’Manonry. Your testimony is the same as that of Mr. 
Baker, who told us under cross-examination that the increase in the 
price of crude did not actually result in an increased production ? 

Mr. CiarK. I will tell you what it would have done. 

Senator O’Manoney. Never mind what it would have done. I am 
trying to find out what it did or did not do. 

Mr. Crark. As far as I know—I do not know. We do not buy any 
crude, and I could not actually say what it did or did not. 

Senator O’Manoney. You just testified there was a 200,000 barrel 
a day increase. 

Mr. Criark. Well, there was not, at the time of the price increase, 
now. In other words, that had nothing to do with it; they did it. 

Senator O’Manoney. That is what 1 am trying to get clear on the 
record. That came before the price increase ? 

Mr. Crark. Well, it has come every month, month by month. 
Whenever they showed, really, that they had a demand for it, they 
gave them an increase. But they had to have a demand for it before 
the railroad commission would give it to them. 

Senator O’Manonry. Am I correct in understanding you to say 
that there are producing wells in Texas which, if connected with pipe- 
lines, would supply much more oil than is now being taken ? 

Mr. Ciark. You certainly are right there; yes, sir. 

Senator O’Manonry. And that the failure is due—whatever fail- 
ure there may have been in supplying oil from Texas—to the failure of 
the big integrated companies and not to the failure of the independ- 
ents to produce ? 

Mr. <a Well, I do not believe, Senator, that there has been a 
failure in supplying oil to Europe. The last figures I saw, they were 
87 percent of their requirements, and 80 percent of it was their goal. 
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I think that it was just maybe a smokescreen. I do not know what 
it was. 

Senator O’Manonry. I am just trying to understand what you 
yourself have said. 

Senator Carroti. Mr. Clark, just this one question, again about this 
allowable. It is not clear to me, and I think it ought to be clarified in 
the record just a little bit more than it has been. When you talk about 
allowables, you mean the Humble Oil Co. is permitted to produce a 
certain amount of oil in the area in which it operates; isn’t that so? 

Mr. Cuark. That is an allowable; yes, sir. 

Senator Carrott. That is true of every person who owns an oil 
well ? 

Mr. Cuark. Yes, sir; whether he is the smallest independent or the 
largest producer. 

Senator Carrot. That is right. 

Now, these small independents who are not connected with the pipe- 
line may not use their allowable because there is no facility to use it? 

Mr. Cuarxk. You are right, sir. 

Senator Carrot. That is what you are talking about, because there 
is a lack of connection with the pipeline, or transportation facility, 
to get the oil? 

Mr. Criark. Yes, sir. 

Senator Carrot. I think that is clearer to me than I understood 
before. Thank you. 


Senator O’Manoney. On page 2 of your statement, you say: 


The independent had been saying, long before Suez, that the public policies 
permitting excessive imports of foreign oil were weakening the domestic oil 
industry. Now, we see the result. For the first time in history, the American 
oil industry is being accused of failing to meet the oil needs of this Nation and 
its Allies. It is important, I believe, to find out why this has happened. 

Has there been any shortage of oil here? 

The answer is “No.” From the time of the Suez closing, until now, we have 
had on hand more than adequate stocks of crude and products and, throughout 
this period, imports adding to these stocks have been generally increasing rather 
than decreasing. 

The simple fact is, that the oil required to meet the needs of our allies in 
Europe has been in the possession of a few American oil companies. 

So I raise the question: If there has been a failure, who has failed? 

Some are saying—and a good many people seem to believe it—that the inde- 
pendent has failed, and failed willfully. I would remind you that the term 
“independent” is a technical term. By definition, it means that I am capable, in 
my operations, of doing one thing: getting oil out of the ground. There are 
literally thousands of such operators in the United States. With more than 
enough oil already above ground and being produced, it was unfair to blame those 
who could do no more than bring additional quantities to the surface in the 
oilfields of Texas—but who could not get it out of those fields, much less get it 
to Europe. 

The failure, if there has been one, rests upon those companies which had—and 
have—control of the stocks and production made available and which have 
both the resources and the ability to respond to Europe’s needs. My point is 
that the failure has been in the use made of the oil available, and the respon- 
sibility falls upon those who have had that oil in their control. 


Now, I understand that, together with your other testimony, to 
mean that because the independent did not have transportation facil- 
ities and was dependent upon transportation facilities owned by the 
refiners, the oil they have could not get to Europe, but could have 


gotten to Europe if the pipelines would have taken it ? 
Mr. CrarKk. That is correct, sir. 
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Senator O’Manoney. You agree to that, Mr. Street ? 

Mr. Street wants to make a comment. 

Mr. CuarK. I think Mr. Street has made a point, sir, that might 
be well worth talking about. 

Senator O’Manoney. I beg your pardon. 

Mr. Crark. Mr. Street was talking about something that might 
be well worth discussing, and that is refinery runs since Suez have 
jumped up, as I understand it, 420,000 barrels a day—I can find the 
figures here, I think. We have increased our production, say, in 
Texas—they were only trying to get 500,000 barrels a day for Europe— 
we have increased our production in Texas 270,000 barrels per day. 
They have been taking out of stock 300,000 barrels per day. 

In other words, Texas production and the decrease in stocks alone 
would have supplied Europe, more than supplied them. 

But, apparently, they ran that oil to refineries. Apparently they 
just could not resist. They had a million barrels extra and they just 
could not resist taking advantage of it, and putting it through the re- 
finers. That isthe way it looks to me. 

Senator Carrot. That is not quite the question that Senator 
O’Mahoney put. The question was, the oil is there in the hands of in- 
dependents. If the facilities were available, there would have been 
adequate oil 

Mr. Ciarx. Absolutely right, Senator. 

Senator O’Manoney. And more than that, at the very time, after 
Suez, that there was plenty of oil in Texas to supply this lift, the 
east coast refineries were taking Venezuelan oil to distribute it in the 
United States instead of transporting it directly on the short route 
from Venezuela to Western Europe. That is the testimony which 
everybody acknowledges. Mr. Flemming, the head of the Office of 
Defense Mobilization, explained his own unhappiness because these 
members of MEEC were shipping their Venezuelan oil to refine and 
distribute in the United States, instead of shipping it abroad to meet 
the problem they were set up to meet, and were causing the situation 
to become difficult. 

They have now agreed to divert some of this oil. Whether it has 
been completely diverted, I am not aware yet. But we will be aware 
before we are through. 

Mr. Criark. Senator, it seems to me that as long as these importing 
companies can bring in their crude without any restraint at all into 
this country, that we have a monopoly. They have a control over 
the competitor so great that they can just push us down until we 
cannot exist any longer. 

vemneber O’Manoney. I think you have made your opinion very 
clear. 

How much more do you have? 

Mr. CiarK. I just have one page, sir. 

Senator Carrotu. I want to ask one question, because it is not 
clear in my mind at all. 

If Texas has prorates, and it has affected you to this extent, that it 
has given you the quota which you have filled—and as I understand 
— testimony, you are filling your quota, all you can do under 

exas law, is that right ? 

Mr. CiarK. Well, I was not until recently able to sell all my quota. 
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Senator Carrom. That is my point, until recently, but now you 
are all right? 

Mr. Criarx. Yes; but it will just go back where it was again as 
soon as they can start flooding us again. 

Senator Carrot,. That is what I wanted to find out. Thank you 
very much. 

Senator O’Manoney. Proceed. 

Mr. Crark. What is wrong, anyway you look at it, is that the 
American members of the international oil industry now are operat- 
ing on a privileged basis—a basis which the domestic industry does 
not enjoy and does not seek. These companies have been granted, by 
the Federal Government, certain immunity to the laws of the land 
intended to prevent monopoly and preserve competition. It is appar- 
ent to me that they are misusing that exemption. 

Furthermore, I understand that these companies have been granted 
special tax concessions and advantages to fortify their capital posi- 
tion, while they, with control over the capital position of their domestic 
competitors, are using their resources to weaken and undermine the 
ability of the nonimporters to compete. What those tax concessions 
are, precisely, I cannot tell you, for the reason that many of these 
special favors have been granted—and are maintained, I understand— 
behind a veil of great official secrecy. 

Please understand, gentlemen, I am not contending that this is a 
calculated conspiracy. But the effect will nevertheless be the same. 

This, from the viewpoint of the independent, is a very disturbing 
concern—to have our own Government conferring upon these few 
companies high favors in a top secret atmosphere. I cannot believe 
this is right or just, or that the Nation will benefit. 

To oblige these few companies, we, like the nations of Europe, 
are allowing ourselves to become dependent upon foreign oil—at the 
cost of our domestic oil industry and at the risk of undermining 
millions of Americans directly or indirectly dependent upon this in- 
dustry for their livelihood. There is no shortage or scarcity in this 
country which requires us to pay that price. 

In summarizing, I wish to make these points: 

1. We have today two oil industries in America—a domestic in- 
dustry, of which the independents are a part, and an international 
industry, dominated by a few American companies. In this present 
situation, the failure to supply Europe’s needs is the sole respon- 
sibility of these international companies. 

2. The domestic industry, the independents and the majors alike, 
are under effective regulation by State laws, but the international 
companies, with foreign reserves, are, by virtue of special privileges, 
largely exempt from the effect of those same laws and are, in turn, 
using their power to weaken systematically the position of the 
independent. 

3. The result of this is that the independents’ position is being 
undermined, the consumer’s protection and safeguards are being 
weakened, and national security is being jeopardized. 

4. We have in this country vast reserves of oil which can be de- 
veloped and utilized if the independents have the capital to continue 
exploration and development, but the importing companies—by their 
control over the independents’ capital through their control over the 
price paid to him for his oil, and the amount of oil he is able to sell, 
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are following a course which retards the proper development of our 
Nation’s reserves. 

5. Finally, the policies of these importing companies constitute an 
effort to impose monopoly control over production and destroy State 
regulation meant to prevent monopoly since, in effect, they are saying— 
either they get to produce preferentially at home or they will bypass 
State conservation laws by bringing in unlimited imports Som 
abroad. 

This, I believe, is a situation deserving and requiring the type of 
study being made by this committee. I am personally grateful to you 
gentlemen for this opportunity to present our problem—a problem 
which most independents believe must be resolved for the good of the 
entire Nation. 

Senator Carroiu. May I ask a question ? 

It has been running through my mind all through the testimony 
here—you have made it very clear to me, much clearer than I had 
in my mind before-—-why don’t some of you independents get together 
and build your own pipelines ? 

Mr. CLarx. You mean our own marketing facilities? The pipe- 
lines would not do any good, Senator, without the marketing facilities. 

Senator Carrouti. Are you limited to that area? 

We have had some testimony before this committee that the west 
coast is clamoring for oil, they need it. They have talked about a 
shortage there, they talk about a premium price that they are paying 
for oil on the west coast. We have testimony before this committee 
that the Navy spends a billion dollars a year in petroleum products— 
undoubtedly, they buy on the west coast. I did not quite understand 
until you testified that the quota is unused, The reason that it is 
unused, on the part of the independent, is because they have no trans- 
portation facilities. Isn’t that what you testified to? 

Mr. Crarx. No transportation facilities and no market. Our mar- 
ket is entirely dependent upon the people who are bringing in oil 
from the East, and they would much rather bring in Middle East 
oil or their own crude from abroad, than to buy our oil. 

Senator Carroiu. Have you ever explored the possibility of another 
market besides the gulf market? The west coast market? 

Mr. Ciarx. We have talked to various people that have been inter- 
ested, but it is such a tremendous job that those of us who are just in 
the business of producing oil and do not have unlimited capital, 
Senator—it is just a great undertaking that most of us just cannot 
do. I do not even know enough about pipelines to know if it would 
be profitable or not. 

Senator Carroti. Have you ever thought of the possibility of a 
national-defense need in this period of time when we are spending 
this great sum of money ? 

Mr. CrarKk. Senator, that is the one thing I cannot understand 
about imports. The coast of the United States and the gulf coast was 
just covered with oil from sunken tankers and yet they keep building 
big tankers and rely more and more on foreign oil. And we not only 
need a pipeline—I am talking now about from a defense standpoint— 
not only to the west coast but I do not see what would happen up and 
down the east coast in case of a war. Because Russia has a lot more 
submarines than Germany ever had. 
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Senator O’Manoney. Some say she has more submarines than we 
have. 


io Crark. I do not know, of course, but I have heard that same 
thing. 

ah O’Manoney. We have a Navy that patrols the Pacific 
coast. But we have no refinery on the Pacific coast which would take 
your oil, is that the trouble? 

Mr. Crark. That is absolutely right, Senator. 

Senator O’Manoney. The tight-money policy prevents you from 
raising the capital that would make it possible to build an independ- 
ent refinery, is that right ? 

Mr. Cxiark. I can assure you one thing. The tight-money policy 
is really rough onus. It is pretty rough. 

What was it you were going to say, Bruce, on that ? 

Mr. Srreer. Senator Carroll, in response to your inquiry about 
whether or not the independents have made an effort to develop their 
own transportation facilities, such an effort has been made, is being 
made. The deterrent is, first, the lack of adequate capital, which runs 
into hundreds of millions of dollars to build the facility. 

Then there is the availability of crude at the producing end. Most 
of the crude supplies are controlled, already under contract. If they 
are not, they are scattered at such points it would be difficult to get 
them in one point. The third point is that you have the refiner and a 
market at the other end. Efforts are being made in that direction at 
the present time. 

Senator Carrotu. I understand about the refiner and the market 
but I was under the impression that you had available production, 
that you could get the oil in the pipeline, but your problem, of course, 
is the refiner and the market. 

Mr. Ciark. We do, Senator. 

I do not believe Mr. Street meant to leave the impression there is 
no oil available. There is plenty of oil in Texas, west Texas, New 
Mexico, and up in Colorado. They are building a pipeline from the 
Four Corners’ area, but there is not enough oil there to supply any 
great need. I think it is only a 60,000-barrel-a-day line. 

Senator Carrotu. Don’t you be decrying the oil in Colorado, now. 

Mr. CrarKk. I am not. I think it is a—in fact, Senator, we went 
up and looked for a trade in Colorado, and if we could have found 
any way to sell the oil, we would have. 

enator CaRROLL. Do you want to leave the statement in the record as 
to the oil that you would be so dispersed it would be difficult to gather 
oil from the pipeline ? 

Mr. Cuark. He is right ; it would be difficult, but it is not impossible. 

Mr. Srreet. It is not impossible. In fact, effort is now underway, 
and I would say in the neighborhood of 40 percent to 55 percent of the 
oil is already available—maybe more. I am not sure. 

Senator Carrot. I will ask just one more question on this. Have 
you gone into the question whether is would be cheaper to transport 
via the gulf, by a tanker, around the west coast, or what about the 
difference in going through a pipeline? 

Mr. Ciark. We have not explored that. 

Senator Carrott, You have not gone into that question yet? 

Mr. CriarK. No, sir; because we do not have the money or the 
capital. It is just like barking up the wrong tree. 
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Senator O’Manonry. Thank you very much, Mr. Clark and Mr. 
Street. We are very much obliged to you. You will confer with the 
staff later this afternoon with respect to some of this material you have 
presented. 

Thank you very much. 

And now, Mr. Schultz. 

Mr. McHueu. The next witness, Senator, is Paul Schultz, president 
of the Oklahoma Independent Petroleum Association. 

Senator O’Manoney. Off the record. 

(Discussion off the record. ) 


STATEMENT OF PAUL SCHULTZ, PRESIDENT, OKLAHOMA 
INDEPENDENT PETROLEUM ASSOCIATION 


Mr. Scuutrz. I would like to put the whole statement in the record, 
and I will just brief the pertinent points. 

Senator O’Manoney. It will be printed in the record as though de- 
livered. 

(The statement referred to follows :) 


My name is Paul Schultz. I am president of the Oklahoma Independent 
Petroleum Association. I am also president of the Blackwell Oil & Gas Co., a 
company which has been engaged in the exploration for and production of crude 
oil and natural gas for 53 years. I am testifying on behalf of the independent 
producers of Oklahoma, and as a representative of my own independent pro- 
ducing company. 

Today our industry is again under attack and this time it is two-pronged: 
First the problem of prices and second the misunderstanding concerning our 
domestic production as it applies to this country and our allies abroad. 

With regard to the first problem—prices—my testimony will show that the 
producing end of the oil industry is not, even at present prices, the lucrative 
business it is purported to be. Secondly, that the profits of the integrated 
industry. that is production, transportation, refining, and marketing are not 
commensurable with the profits of other industries. Thirdly, that the price of 
the finished product to the consumer has not reflected and still does not reflect 
the full effect of the inflationary period we have been experiencing. 

In view of the increase of price of many other items such as steel, coal, and 
labor to name a few, the criticism today is not merely one of price increases, 
but rather of the timing of these increases. 

Before we compare ourselves with other industries, we should first study the 
position of the oil industry today; and since oil exploration and production is 
my field, we will look at that segment first. 

Exhibit A attached to my testimony is an analysis of the economics of explora- 
tion and production of crude oil in Oklahoma and the United States. By the 
use of published data fairly definite conclusions can be reached. 

The statistics on oil wells drilled in Oklahoma and the United States show 
that net oil found per average productive well in Oklahoma is 46,000 barrels and 
in the United States 86,000 barrels. 

The cost of drilling the average producing well in Oklahoma is $60,000 and 
in the United States, $88,000. The well cost figures include the cost of drilling 
and completing the producing well, as well as its share of dry holes. 

By combining costs and reserves found per well, it is determined that in Okla- 
homa the explorer and producer can expect on the average a return of 80 cents 
on each $1.70 invested, or a return of 47 cents per dollar invested. This “profit” 
is spread over a period of about 17 years. For the United States these same 
figures are $1.17 return for each $1.42 invested, or a return of 82 cents per dollar 
invested spread over about 25 years. 

The average time required to return the capital invested (payment period) in 
Oklahoma is 6.5 to 9 years and average United States is 7 to 9.5 years. 

The average rate of return on invested capital is 6.5 percent in Oklahoma and 
7 percent in the United States. It is readily seen that these figures do not 
sameeren a high rate of return, and for a risk industry these rates are extremely 
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Exhibit A includes four tables which develop the above conclusions. Each of 
these tables is documented with the source of primary data and a full analysis 
of the proper application of the data is given. 

The producing segment of the industry has been operating for quite a few 
years with a price structure drastically close to the peril point. During the last 
3% years of a constant crude price, labor rates have increased 14.7 percent and 
steel increased 25 percent. As recent as February 11 of this year steel pipe 
went up another 3.5 percent. In January of this year, the price of crude was 
finally advanced by 25 to 35 cents per barrel or approximately 10 percent. The 
result of this lag in crude prices has resulted in higher rates of well abandonment 
in the last few years than at any time since 1931 when the price of crude was 
only 10 cents per barrel. These are stripper wells producing only a few barrels 
per day and unable to operate profitably under the low price of crude. The 
abandonment of these wells results in the permanent loss of many barrels of 
reserves ; 1956 saw a reduction of 0.5 percent of the number of drilling rigs 
active in the United States as compared to 1955, but at the end of the year this 
reduction was 2.1 percent. Currently, however, there are 5.8 percent less rigs 
active than a year ago countrywide, and in my area the decrease is 15.8 percent. 

There were 74 less geophysical crews active in 1956 than in 1955 or a decrease 
of 11 percent. In Oklahoma the drop from 1955 to 1956 was 15 percent. This 
drop in exploration activity will have a definite bearing upon the wells to be 
drilled in the next few years. 

I believe I have proven my first point on the price situation. The facts show 
that on the average the producing segment of the oil industry is not exceedingly 
profitable. The low price in effect for the crude has resulted in the permanent 
loss of reserves through abandonments. The low price has had a marked effect 
upon the activity of rigs and has brought about a significant decrease in the 
activity of geophysical crews, which will bring about a decrease in exploratory 
drilling in the next few years if adjustments are not made. 

If the oil-producing segment of the industry is not out of line, then let us 
look at the industry as a whole. Exhibit B gives the details of the percentage 
earnings on invested capital in many of the great industries of this country 
from 1944 through 1955. It is interesting to note, for example, that in 1955, 
the earnings of aircraft and parts was 24.7 percent, autos and trucks 29.1 
percent, total manufacturing 15 percent, while the oil industry was only 13.5 
percent. The 13.5 percent figure for the oil industry would be reduced if we 
included the thousands of people who invested in our industry on an individual 
basis the majority of whom lost their money and the thousands of little com- 
panies such as my own, which are not included. 

Also the 13.5 percent earnings include the major integrated companies who 
are reaping large earnings from the importation of excessive quantities of for- 
eign crude. The Standard Oil Co. (New Jersey) derives only 26 percent of 
its income from the United States. Socony Mobil Oil Co., Inc., 47 percent, Gulf 
Oil Corp., 33 percent. If the extensive foreign profits of the major importers 
were deducted from oil industry earnings, my calculations show that the per- 
cent return of the domestic oil industry is only 9.5 percent, the lowest of any 
major industry. As shown previously, the money being invested in exploration 
and producing currently is realizing only 6.5 to 7 percent. 

The combined segments of the industry are not reaping enormous benefits nor 
have they established excessive profits. This, I believe, proves my second point 
on the price problem. 

Are the prices of crude and petroleum products out of line with other com- 
modities? Here again we must answer in the negative. Putting prices on 
some equivalent basis, since most products are not sold by the gallon, we get 
some striking comparisons. Exhibit C has a chart that illustrates this point 
along with a graph on the wholesale price index on steel, automobiles, and pe- 
troleum products and crude oil. Our prices on an equivalent basis are less than 
50 percent of the prices charged for common items such as potatoes, oranges, 
and so forth. The inflation in our products has consistently been below that 
of other necessity items except farm items. Our prices compare most favorably 
with the prices of other commodities that Mr. and Mrs. Consumer must pur- 
chase every day. In fact, gasoline is one of the lowest priced products, if not 
the lowest priced product, on the market today—the increase in cost of this 
product, greatly improved in past years, has lagged far behind that of other 
manufactured products in the inflation period. 

I believe the third point on prices has been resolved; namely, that petroleum 
prices are a bargain when compared with any other item. Also the increase 
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in the price level during the postwar period—or any other period—is lower than 
for comparable necessity items. 

Turning our attention back to the producing segment of the oil industry, we 
must realize that we are talking about an industry that must reinvest more than 
60 cents of every dollar it takes out of the ground each year. This must be 
done to maintain our industry and fulfill our obligations to the public. 

Consumption of petroleum in this country is growing at the rate of 5 to 6 
percent per year and we must keep pace to insure a sound domestic economy 
and adequate supplies for national defense. This provides us with a tremendous 
task, much larger volumes of oil must be found today than in the past. We 
must expand our discovery and development efforts. Because of sharp advances 
in all costs, these expanded operations have and are continuing to impose a 
great financial burden on the industry. 

Today we need to find 4% billion barrels of oil each year to maintain adequate 
unproduced supplies. Five years ago this figure was only 3% billion barrels 
and 10 years ago the discovery requirement was under 3 billion barrels. This 
job must be accomplished by an industry that has had only 2 price increases 
in 9 years and both those increases greatly lagged behind the increases of 
commodities that we must use and labor we must employ. 

During 1956 a total of 22,111 dry holes were drilled, almost 5,000 more than 
5 years ago and 214 times the number drilled in 1946. Every producing well 
completed last year will have to pay for two-thirds of the cost of a dry hole 
in addition to its own drilling and completion cost. Ten years ago each new 
producing well had to produce enough to pay for less than half the cost of a 
dry hole in addition to its own drilling and completion expenses. 

From all the facts available on price, there is no sound evidence of overpricing. 
In fact, there is no evidence of adequate pricing. 

This oil industry has done an outstanding job of fulfilling its obligations 
under hazardous financial conditions and instead of being investigated, they 
should be commended for contributing less to inflation in the past 10 years than 
any other major industry except farming. 

Now let us look at this misunderstanding concerning our domestic production 
as it applies to this country and our allies abroad. This problem requires in- 
tensive study. Certain groups in this country, England and Western Europe 
have been hasty, to say the least, in criticizing the American oil industry and 
particularly the producer of this country. 

Shortly after World War II, the Government asked the producers of crude to 
develop a large shut-in capacity in this country for national emergencies. This 
required accelerated exploration and drilling programs. During the past 8 
years, we have increased our reserves of crude oil alone from 21.5 billion barrels 
to more than 30 billion barrels. That is more new oil than has been found in 
any previous similar period. There is also convincing evidence that large 
additional supplies remain to be discovered in the United States. 

During this same period we have developed a reserve producing capacity of 
over 2 million barrels per day. This was done with no subsidies or preferential 
treatment for the oil producers. To accomplish this it was necessary to drill 
58,206 new wells in 1956—of these the thousands of small independent operators 
drilled 45,422, or 78 percent. These small companies and individuais are the 
backbone of the producing industry in this country. 

During this period, we have had to fight higher cost, inadequate prices and 
rising imports—imports that have grown at such a fantastic rate that they now 
enjoy more than 20 percent of our national market. No other vital industry 
is required to face such competition from abroad when adequate supplies are 
available. 

We were in the midst of these problems when the Suez Canal crisis came upon 
us, a crisis that was not of our making, but one that the independents had been 
warning the Government of for many years. 

This country had an oversupply of crude oil products at that time. Crude 
immediately began to flow to England and Europe. However, we found that 
pipeline and tanker facilities were inadequate. Transportation was not adequate 
to move crude to tidewater, even from many fields in Texas, at the required 
rate. 

The producers have long been aware of this pipeline shortage and have in- 
formed the Government of these circumstances on numerous occasions. 

The great midcontinent producing area of this country is not linked by pipe- 
lines to the large manufacturing area of the west coast. The reasons for this are 
twofold. This country has loaned money to other nations of the world to estab- 
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lish lines of transportation, including pipelines for economy and national 
defense, but it has continuously refused to assist in the development of a pipeline 
to serve the west coast of the United States. 

Could private enterprise provide this facility? Of course. Private industry 
has demonstrated that it can economically transport natural gas to the west 
coast, but it has no such opportunity where crude oil is concerned. The Govern- 
ment through its agency, the Office of Defense Mobilization, has allowed cheap 
imports to flow into the west coast unrestricted. What chance would we have 
of competing if we could move crude to that market. 

The regulating bodies of the various States have been severely criticized for 


so-called holding down production. This is just not true. Since the Suez crisis, . 


we in Oklahoma have consistently produced more oil than the purchasers have 
nominated for. Louisiana is producing at an alltime high. Texas has increased 
its production since Suez until it is now at its highest level in history. These 
State regulatory bodies cannot go beyond good conservation methods and allow 
wasteful production beyond the capacity of existing transportation facilities. 

I do not believe the American people would condone such waste since this 
would not only jeopardize our economy, but seriously hamper our national 
defense. 

Oil has not been diverted to Europe from other countries as it should have 
been. The responsibility for this situation has not rested with the State regu- 
latory bodies. These Commissions have not been asked to furnish additional 
oil to Europe. We are at a loss to understand why Venezuelan oil hasn’t been 
diverted to Europe instead of coming into the United States in increasing quan- 
tities. The flow of total imports into this country has not been reduced, nor 
have their effects on our economy. 

Total imports into this country in the first quarter of 1956 were 1,422,000 
daily; 2d quarter; 1,383,000 daily; 3d quarter 1,440,000 daily; 4th quarter 
1,460,000 daily ; and in January 1957, 1,400,000 daily. 

When the Suez Canal was closed, the United States was in a position to ship 
large quantities of products to England and Europe, but they wanted only our 
crude oil. They began to blame us for their shortage and emergency condition. 
However, the fact remains that during this critical period, England has raised 
the tariff on gasoline and at the same time are rationing it to the people. 

To study the effects of the shortage in the United Kingdom and western 
Europe, it is well to note the dependence of these countries on oil for energy 
sources. The facts are that oil in France provides 20 percent of its total energy 
requirements and in the United Kingdom only 13 percent, whereas in the United 
States it supplies 67 percent. Still we are being asked to haphazardly injure our 
producing capacity to provide this small amount of energy that these countries 
are short. This is certainly not intelligent management of our reserves. Ex- 
hibit D compares these energy figures and I recommend it for your study. 

We in Oklahoma are more concerned at the present time with what is going 
to happen when this crisis is over. There is no doubt that imports will continue 
to plague us in ever-increasing numbers. We cannot continue our record of 
reserve development under these circumstances. These reserves are vital in time 
of national emergency. The allowable in Oklahoma in the past few years has 
been so restricted—due to foreign crude—that for considerable periods through- 
out 1954, 1955, and 1956, our per well allowable was 15 to 20 barrels a day. The 
Government has the authority to curtail imports and it was clearly the intent of 
Congress that it do so under the Trade Agreements Extension Ac of 1955. No 
action was taken on this matter even when imports exceeded the recommended 
figure by more than 40 percent. 

The St. Lawrence Seaway is well on its way to completion. This means that 
cheap foreign crude will find its way into the Great Lakes area—Oklahoma’s 
traditional market. If this seaway is completed before the Government takes 
action, one of the largest producing areas of this country will be stagnated in 
its future development. 

Oil is our most vital commodity in time of war. It must be ready to be pro- 
duced at a moment’s notice. 

In the next war, if it comes, there will not be time to start looking for oil or 
start manufacturing weapons—they must be constantly ready. If the situation 
that we are in today continues, the producers of this country cannot be held 
responsible for the consequences. 

The Government of this country is in no position today to again make our 
industry a whipping boy for the situation in which it had no part—an industry, 
which at this time, deserves your praise and help. 
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Exurisit A 
OIL EXPLORATION AND PRODUCTION, OKLAHOMA AND UNITED STATES 


The oil industry is a large volume business. Because of this, statistics of the 
industry are frequently misinterpreted. 

The attached tables, which are based upon published information, set forth 
_ economics of exploration and production in Oklahoma and in the United 

tates. 

Table 1 sets forth the statistics on oil wells drilled in Oklahoma and the United 
States during 1955 and 1956. It will be noted that the average productive well in 
Oklahoma developed only 46,000 barrels of oil reserves for the driller, whereas 
the average well in the United States developed 86,000 barrels. If, however, dry 
holes are taken into consideration, the oil producer developed only 31,000 barrels 
of net oil resefves per test in Oklahoma and 53,500 net barrels per test in the 
United States. The cost of developing the reserves indicated above is shown in 
table 2. The average productive well in Oklahoma cost $39,700, whereas the 
average productive well in the United States cost $54,300. After allocating to 
the productive well its proportionate share of the dry holes drilled, the average 
cost in Oklahoma is $60,000, as compared to $88,000 in the total United States. 

Table 3 develops the economics of oil exploration and production based upon 
the facts developed in tables 1 and 2. This table shows that the total investment 
required to develop reserves in Oklahoma is $1.70 per barrel, as compared to 
$1.42 per barrel in the average United States. These figures both include a 
leasing and exploration cost, exclusive of dry holes, of 40 cents a barrel, which 
is based upon industry experience in 1955. Taking as a realization the February 
1957 price for crude oil, which includes the recent 25 to 35 cents per barrel 
increase, and recognizing a lifting cost of 50 cents a barrel in Oklahoma and 
45 cents a barrel in the average United States, a net realization after operating 
costs of $2.50 a barrel in Oklahoma and $2.59 a barrel in the average United 
States is indicated. It is therefore apparent that the oil producer in Oklahoma 
is realizing only 80 cents per barrel return on an investment of $1.70, or a ratio 
of return to investment of 47 cents per dollar invested. For the United States 
these same figures are $1.17 return on a $1.42 investment, or 82 cents per dollar 
invested. It should be noted that these returns are spread over a long period 
of time. The average life of wells in Oklahoma is about 17 years, whereas in 
the average United States this figure is in excess of 25 years. 

In order to develop the rate at which money is returned from oil exploration 
and production, table 4 has been developed. Based on 1956 industry figures as 
given in the Oil & Gas Journal, Oklahoma is producing its reserves at a rate of 
10.02 percent per year. The average United States rate of production is 7.86 
percent. On this basis the average well in Oklahoma produces 15.5 barrels 
per day gross and in the United States 22.7 barrels per day gross. After royalties 
and overrides, these same figures are 12.6 barrels per day for Oklahoma and 18.5 
barrels per day for the United States. Based upon a selling price of $3 per 
barrel and an operating cost of 40 cents per barrel during the early years of pro- 
duction, the average income before income taxes for the average well is $12,000 per 
year in Oklahoma and $17,500 per year in the United States. The cost of drilling 
the average productive well including its share of dry holes is again $60,000 
for Oklahoma and $88,000 for the United States. However, including the cost 
of leasing and exploration these costs per productive well are increased to 
$78,400 in Oklahoma and $112,500 in the United States. A payout of 6.6 years 
in Oklahoma and 7 years in the United States can be calculated, assuming that 
there is no decline in the production of the new well in this period. Including 
the normal decline in production a payout of 9 years in Oklahoma and 9.5 years 
in the United States can be anticipated. 

The average rate of return to the typical oil operator is 644 percent per year 
in Oklahoma and 7 percent in the United States when considering the total 
expenditures required for drilling and exploration. 

Combining the information developed in tables 3 and 4, the economics of the 
oil exploration and production business can be summarized as follows: 

The typical operator cannot expect the return of his investment in less than 
7 years. After he has had the return of his investment he can expect to realize 
a profit amounting from 47 cents to 82 cents for each $1 invested. This return 
will be spread over a period of 15 to 30 years from the time of drilling his 
productive well. This average rate of return is only 6.5 to 7 percent per year. 
All figures given are before income taxes. 
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TABLE I.—Statistics on oil wells drilled in Oklahoma and United States 





Oil reserves added (barrels a year): 
1955 (APT) , ; 


| 
Oklahoma 


| 
| 


261, 496, 000 


1956 (Cil & Gas Journal) - 


Average 


Wells drilled, wells per year, productive 


1955 (Oil & Gas Journal) 
1956 (Oil & Gas Journal) __-_- 


Average 
Total oil “‘tests’’: ! 
1955 (Oil & Gas Journal). _.______- 
1956 (Oil & Gas Journal)-__-____--- 


Average 


oil wells: 





| United States 


2, 870, 724, 000 


3, 





, 349, 000 





300, 262, 000 | 





Gross reserves added p r well, ‘barrels per well: 
Per productive well ____- 
Per total oil “‘test”’ 
Net reserves added per well, barrels per well: 2 
Per productive well ‘ ile 
Per total oil ‘‘test”’ 


1 Including proportionate share of dry holes. 
2 Royalties and overrides average %¢ of gross. 


TaBLe 2.—Cost of drilling 





Depth (feet): 1956 average (Oil & Gas Journal) _- 

Cost (per foot), 1955 average (American Association of Oil Well Contrac tors) 

Productive well cost _- : 

Ratio of total oil “tests” to productive wells, 1956 ‘average (Oil & Gas 
Journal) - . 

Productive well cost including proportionate share of dry holes... 





1 Oklahoma 1953 cost per foot increased same proportion as United States 


280, 879,000 | 3, 313, 037, 000 
5, 131 31, 567 
4, 825 31, 158 
4, 978 31, 363 
7, 550 | 50, 179 
7, 146 | 50, 448 
7, 348 50, 315 

56, 425 | 105, 635 
38, 225 | 65, 825 
46, 000 | 86, 000 
31, 000 | 53, 500 





Oklahoma United States 


| 
3, 453 





4, 022 

1 $11. 50 | $13. 50 
$39, 700 | $54, 300 
1. 48 1. 62 
$60, 000 | $88, 000 





increased 1955 vs. 1953. 


TasLeE 3.—Economics of oil exploration and production 








Well cost: Including share of dry holes__-_- 
Reserves developed per well (barrels per well): | 


Investment cost, net reserves (per barrel): 
Development and dry holes- - - - 
Finding cost ! beneh 


I as wee beinnaggaeenninal * 


Realization per barrel, dollars per barrel: 
February 1957 sales price arlene: Si tlaaiie Aan sh ictapwenss 
Cost of lifting, average over life 


Total 
Return on investment: 
Dollars per barrel _- 
Ratio return to investment. 
Average life of property, years 





| Oklahoma Jnited States 
ewes it! | $60, 000 | $88, 000 
ne ¢ Gee OP a 46, 000 | 86, 000 
|\-—— — — —| — = = = = —— 
nil 
es 1.30 | 1.02 
| - 40 | 40 
coat 1.70 | 1. 42 
SS ee 
23.00 | $3.04 
. 50 .45 
z 250) 3, 
.80 | 1.17 
47 82 
17 25 
6.5 7.0 


Average rate of return per year (percent) - - - -_- 


1 Struth, 1955: Explor: ation costs+ 1955 United States reserves added =40 cents per barrel net reserves. 


2 Estimate of author, believed to be high. 


3U. 8. Bureau of Mines, 1956, $2.79+-$0.25=$3.04 per barrel. 
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TABLE 4.—Payout on oil exploration and production 


Oklahoma United States 


Production (barrels per year): 1956 (Oil and Gas Journal) ----_.--...---- 214, 262, 000 2, 567, 949, 000 








Reserves (barrels), Dec. 31, 1956 (Oil and Gas Journal) ----......-----.-- 2, 139, 000,000 | 32, 697, 400, 000 
Ratio, production to reserves, percent, 1956...................----..----- 10. 02 7. 86 
Gross reserves per productive well, barrels, completed in 1955 and 1956_- 56, 425 105, 635 
Gross production per average well: 

RE IN oie oc ni oh at en snckdunscapengan soeamacdincnamwubeen 5, 650 8, 303 

I I oi ircucea Seer ee eadacnce tn anbodorne bxatacceteemeunbten 15.5 22.7 
Net production: ! 

ST Sn 5 5 5 cca eesee daca hue mnedundipp en caen ones tetas 4, 600 6, 750 

Barrels per day-._--------- aap aided aeeennetetae Caneel Gees gastantae 12.6 18.5 
Income, before income taxes, per year 3..............----..-------------- $12, 000 $17, 500 
Cost: 

Well cost, including share of dry holes_...........-..--.------------- 60, 000 88, 000 

Be ee On nnn hice ane cn cttbewdaueteake 18, 400 34, 500 

a 5 bi ee ace cos Mae dds dev boctabiebickendecanebbike ees 78, 400 122, 500 

Payout, before income taxes, years: 

Assuming no decline in production--_-...-...-- a 6. 7.0 

Far ne a CI 8 8 oS 8 8 ee one aaa Sumeacne 9. 9.5 
Average rate of return per year (percent) --._...........-..----------.--- 6. 7.0 








1 Royalties and overrides average 6 of gross. ; 
2 Based on selling price of $3 per barrel and operating cost of $0.40 per barrel or $2.60 net. 


ExHIsIT B 
Or INDUSTRY EARNINGS 


To determine whether the oil industry as a whole is earning more than other 
industries, a comparison has been made of the percent return on investment 
for oil companies as compared to certain manufacturing groups. This in- 
formation is presented in table A. It will be noted that the oil industry is not 
realizing as great a return on its invested capital as any of the manufacturing 
groups indicated and is less profitable than the return from total manufacturing. 
The earnings of the oil companies shown include earnings from production, as well 
as earnings from transportation, refining and marketing. 

A very significant point should be brought out. Since the oil industry is a 
vital industry and a risk industry, at least insofar as crude exploration and 
production is concerned, it would appear that the industry should be entitled 
to a rate of return well above total manufacturing, which includes soft drinks, 
baking, etc., and a return equal to any other industry. Actually, the oil in- 
dustry return is overstated since the producing segment of the industry does 
not use replacement costs for our inventory of reserves. 

Another significant point should be made concerning the oil company’s earn- 
ings. A large amount of the earnings indicated on table A are derived from 
foreign holdings of major oil companies. Reference 1 attached indicates the 
proportion of the major oil company earnings being derived from their foreign 
activities. When the earnings of the oil companies are corrected for this so 
as to represent return on domestic investment the 1344 percent figure for 1955 
drops to approximately 91% percent, which is significantly below any of the 
earnings of the compared manufacturing groups. 
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(The table referred to is as follows:) 


Taste A.—Percent return on investment, oil companies and selected manufac- 
turing groups 














Manufacturing ? 
Year | Oilcom- 

panies! | Aircraft |Electrical) Chemi-| Office | Drugs, Auto Glass Total 

and equip- cal equip- soap, and |Cement|products} manu- 
parts ment |products} ment etc. trucks wom’ 
1944_____. 9.6 23.6 13.1 10.6 11.8 15.9 12.9 1.8 1.5 9.8 
1045_..... 8.6 18.4 11.9 10.2 9.6 15.4 13.6 2.5 10. 2 9.1 
1946__.._- 10.3 _ 8.9 14.7 18.9 23. 6 6.9 | 9.7 14.8 12.1 
1947___._. 14.9 —3.7 19.3 17.2 27.1 20. 6 20. 8 | 12,2 17.4 17.0 
ines 20.0 3.1 20.5 17.7 25. 6 19.0 26. 0 16.6 16.0 18.9 
1949_____. 12.9 8.6 17.2 16. 5 18 5 16. 2 30.8 | 18. 1 18.5 13.8 
ER 14.6 14.1 23.0 21.3 19.0 21.5 32.3 18.2 23.6 17.1 
BEOkee ca 15.9 89 16. 2 16.3 16.9 17.3 17.5 14.1 15.3 14.4 
re 14.0 17.6 14.8 13.7 14.3 13.4 18.5 14.1 14.7 12.3 
ae 140 20.1 14.9 13.2 13.2 13.3 19. 4 | 15.0 14.9 12.7 
Beet... 13.0 27.4 15.4 14.5 15.1 15.2 21.1 18.8 16.3 12.4 
1955 3..._. 13.5 24.7 414.4 17.7 16.9 417.0 29. 1 20.3 a egy eee 20. 5 15.0 











1 Source: Chase Manhattan Bank’s annual petroleum industry financial] analysis. All figures for oil 


companies are “returned on invested (equity) capital’’ 1944-52 for 30 companies, 1953-54 for 35 companies, 
and 1955 for 34 companies. 


2 Source: First National City Bank of New York as reported in Economic Almanac, 1956. Figures are 
net income after taxes as percent of net worth. 


3 1955 figures (other than oil) are based on net income after taxes as a percent of total balance sheet assets 
less liabilities. In 2 cases, industry classifications are not strictly comparable with prior years and figures 
are estimates. Source: First Nationa] City Bank letter, April 1956. 

4 Estimate. 


REFERENCE 1. FtrMsS EARN More ABROAD THAN AT HOME 


Value of foreign holdings to major oil companies is pointed up in recent figures 
on the source of the companies’ earnings. Several firms bring in more money 
from abroad than they earn in the United States. 

While the United States is the biggest market it is also the most competitive 
and the most expensive from the standpoint of costs. 

There figures indicate that— 

Standard Oil Co. (N. J.) derives 26 percent of its income from the United 
States ; 50 percent from other Western Hemisphere nations; 19 percent from 
the Middle and Far East; and 5 percent from Europe and north Africa. 

Socony Mobil Oil Co., Inc., earns 47 percent from this Nation; 11 percent 
from other Western Hemisphere; and 42 percent from the Eastern 
Hemisphere. 

Gulf Oil Corp. derives 33 percent from the United States ; 20 percent from 
other Western Hemisphere; and 47 percent from the Eastern Hemisphere. 

Standard Oil Company of California gains 61 percent in the Western 
Hemisphere, and 39 percent in the Eastern Hemisphere. (Source: The Oil 
and Gas Journal, January 21, 1957, p. 75.) 

(The charts referred to are as follows:) 
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ExHIsIt C 


Or PRICES 


The average person has really no basis for comparing oil prices with prices 
for other commodities. Very few of the staple items purchased are sold on a 
cents-per-pound basis. The attached chart shows the present prices in Tulsa, 
Okla., for various items in common usage. It will be noted that the price per 
pound for most of the low-cost common commodity items are in the range of 
7 to 15 cents per pound. Prices for items such as coffee, meat, etc., are of course 
much higher than those shown. However, the price of gasolines is 544 cents 
per pound at the service station, which price exclusive of taxes is only 3.7 cents 
per pound, or roughly half the cost of such commodities as potatoes, cabbage, 
ete. In order to compare the price of gasoline to manufactured items, which 
after all is what gasoline is, a comparison has been made between the price 
per pound for gasoline and the price per pound for two representative automo- 
biles. The price paid on a pound basis for a new Buick is 87 cents, and for 
a Ford is 69 cents. A similar comparison could be made on television sets, 
carpet tacks, wool carpeting, and other such items; and in all instances you will 
find that gasoline at today’s prices is among the lowest, if not the lowest, of 
all commodities. 

To determine what has happened to oil prices over a period of years the 
attached graph has been prepared. It will be noted that crude oil and petroleum 
products have consistently been considerably behind the other commodities 
being compared, namely finished steel and automobiles. Comparison of prices 
on other commodities in common usage such as the price of newspapers, the 
price of candy bars, etc., would show a similar relationship. 

(The charts referred to are as follows:) 
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Mr. Scuutrz. My name is Paul Schultz. I am president of the 
Oklahoma Independent Petroleum Association, a group of inde- 
pendent petroleum producers. I am also president of the Blackwell 
Oil & Gas Co., a company engaged in the exploration for and produc- 
tion of crude oil and natural gas, for 53 years. 

We own no refineries, no pipelines, no service stations. We do 
nothing but explore for and produce crude oil and gas. 

I have developed my testimony along two points: (1) With regard 
to prices; and (2) with regard to the international situation. 

With regard to prices, my testimony, I think, has proven that the 
producing end of the business is not the very lucrative end of the 
business, as many people believe. If it is a lucrative business, any- 
body can go out and drill an oil well; there are lots of rigs stacked 
around today. And if you think you can make a lot of money in the 
oil business, just go out and drill a hole and see how good it is. 

The second part is that the entire industry, the integrated industry, 
is not making profits commensurate with other industries. 

The third part is that our final product, our main product, gasoline, 
is a very cheap commodity. Now, the tables attached show that the 
average oil well in Oklahoma finds about 46,000 barrels of oil—in 
the United States, about 86,000. And to do that, it takes $60,000 and 
$88,000, respectively. The net result is that the average producer 
makes a profit of about 47 cents for every dollar investment over a 
period of about 17 years in Oklahoma, and he makes a profit of 82 
cents on each dollar invested over 25 years in the United States. 

Now, these are returns of about 614 to 7 percent, as compared to 
many people saying that the oil industry is making 50 percent return 
on its investment in the producing end of the business. 

I have developed those figures from published information on 
reserves, cost of wells, and they are documented in my testimony. 

Actually, if you invest your money in United States Government 
bonds you will do just about as well. The reason people go in the oil 
business is very simple. It is the same reason that people play the 
daily double out at the race track: They always think they are going 
to be the one that is going to be lucky. 

The important thing, I think, with regard to prices is that the low 
price we have had for crude oil has forced the abandonment of more 
wells in the last few years than ever before; and by the abandonment 
of those wells, we have lost reserves in this country which will never 
be recovered. 

Also, we see now that the amount of drilling, as measured by the 
rigs being stacked up, is considerably below what it has been. At the 
end of the year it was 2.1 percent below, right now it is 5.8 percent 
below. In my State it is 15.8 percent below. 

Senator O’Manonry. Would you be good enough later on to develop 
the basic facts with respect to the abandonment of wells? 

Mr. Scuuttrz. Yes, sir. 

Senator O’Manonry. I think that is a most important subject. 

Mr. Scuuutz. I will be glad to add that to my testimony. 

Senator O’Manoney. Let us have a factual statement. 

Mr. Scuuttz. I will do that. 

Senator O’Manonry. And where the information comes from. 

Mr. Scuutrz. I will give you that information. 

Senator O’Manoney. Thank you. 
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Mr. Scuutrz. A more alarming thing even is the fact that from 
1955 to 1956 there was an 11-percent decline in the number of geo- 
physical crews being active in this country. And in my own State 
during that same period there was a 15-percent drop. Now, this means 
that in the future there will be fewer prospects developed than there 
have been in the past. 

With regard to the second point, on price; namely, what does the 
integrated industry make? If the producing end does not make too 
much, then does the integrated industry make too much? 

I have documented my testimony with figures showing that the 
petroleum industry is making about 1314 percent on its invested 
capital, whereas the total of all manufacturing makes 15 percent, and 
certain manufacturing, like aircraft, makes around 25 percent. 

If you take the 1314 percent, as reported for the oil industry, and 
knock out of it the foreign earnings of the major oil companies, that 
figure drops to about 914 percent, the lowest of all the major industries 
in this country. 

Now, I heard a gentleman testify earlier this morning on the price 
of products and ask for a rollback of the price of gasoline. You cannot 
roll back the price of gasoline without rolling back the price of crude, 
because the refiner’s margin is not sufficient to stand the increased cost 
of his raw material. 

Most people do not know what gasoline actually costs, because they 
do not buy many things on a gallon basis. If you look at gasoline on 
a pound basis, gasoline in Oklahoma costs 3.7 cents a pound, or 514 
cents a pound, if all taxes are included. Now, you think, if you go 
to the grocery store, what you can buy today for 5 cents a pound? 
Potatoes in Oklahoma sell at 9 cents a pound and cabbage sells at 
7 cents a pound. A Ford automobile in Oklahoma sells at 69 cents a 
pound. 

So, when you are talking about any commodity selling at 5 cents 
a pound, including taxes, you are talking about a very, very low- 
price commodity. 

I think that the other thing on prices that is brought forth in 
here is that the inflation in petroleum products over the last several 
years, when we have seen inflation in everything, has been much 
less, a much lower rate of inflation, than any other commodity. 

With regard to price, I would like to make one more observation. 
A 1-cent increase in the price of gasoline, which actually has not 
taken hold all over the country, amounts to only $7 per year for the 
average motorist. The average motorist burns 700 gallons of gaso- 
line per year. An increase in the price of automobiles of $100 to 
$200 per model in the 1957 models over the 1956 models—the average 
motorist keeps his car 4 years—means $25 to $50 a year more to own 
a car, and yet we are, the industry is, being criticized for increasing 
his fuel bill by only $7 per year. 

I think that ends my point with regard to the prices. 

The number of dry holes is a matter of record, and it is pointed 
up in my testimony as to what the situation is on that. 

I would like to point out that the oil industry after World War II 
was asked to develop a reserve-producing capacity, and we did that, 
without subsidy. 
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With no help from anybody, we put the money in the ground and 
we now have, according to my estimates, 2 million barrels a day of 
shut-in capacity in this country. 

This was done, to a large extent, by the independents and the major 
companies. Actually, the small independents drill about 78 percent 
of the wells in this country, so that you can say that between 50 per- 
cent and 75 percent of that shut-in capacity is probably attributable 
to the independent producer. 

But during that same time, when we were building up this reserve 
capacity, every time we drilled a well to get it into the oil stream, 
we had to cut back all the other wells we owned. 

The imports into this country went up so that now they take 20 
percent of our total market. 

Now, talking about the west coast pipeline again, I should like to 
point out this: We know that there ought to be a pipeline to the west 
coast out of west Texas. 

This country has loaned money to other nations to establish lines 
of transportation for their economy and national defense, but it has 
continually refused to assist in any way, or to state the necessity of 
such a pipeline to the west coast. 

I think that is a very important problem and I think it should be 
given some consideration by this committee. 

Now, we have been criticized in the press for holding down pro- 
duction. This is not true. Oklahoma has consistently produced more 
oil than the purchasers have nominated. Louisiana is producing at 
an all-time high (Texas is producing at its highest level in history. 
We think that the Commissions have exercised good judgment in 
holding oil at the present level. 

The imports into this country, which are now running at a level 
even greater than proposed in the—I forget the name of that exact 
bill, but it was the Fair Trade Act, I think. 

Mr. McHueu. Trade Agreements Act ? 

Mr. Scuutrz. Trade Agreements Act, which said that the oil im- 
ports into this country should be restricted to the 1954 level. The 
level has been as much as 40 percent above that and is still at that 
level under emergency conditions, and nothing is being done to curtail 
imports into this country. 

Now, we are not worried about the situation today. Europe only 
uses about 20 percent of its energy as oil, and if they are getting 80 
percent of what they use, they are only short 4 percent of the total 
energy requirements. And that is not a serious deficiency of energy 
in times of emergency. 

We think that the oil industry today is one that must be helped. 
Oil, as we have all known, is a vital commodity in time of war, and 
we cannot make it ready at that time. It has got to be ready before 
the war starts. We are in no position today for our industry to be 
a whipping boy for a situation that we have had no part of. We think 
the industry deserves your praise and help. 

That concludes my statement. 

Senator O’Manoney. Thank you very much, Mr. Schultz. As I 
listened to you, and as I look over these pages, I know that we would 
have profited by taking the full time with you and asking you ques- 
tions. I assure you that I will personally give this close scrutiny, 
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and I may be asking you some questions by mail or telegraph or tele- 
phone. 

Mr. Scuuurz. Fine, I will document the information on abandoned 
wells. I will also submit to your committee some additional infor- 
mation I developed since I worked up this testimony, which shows 
the economics, tables similar to those attached in what I call exhibit A, 
tables similar to 1, 2, 3, and 4 there attached, for the years 1940 and 
1950, which show that this oil producing end of the business has never 
been a very lucrative business as many people think. 

(The material referred to is as follows:) 


Tue BLACKWELL O1L & Gas Co., 
Tulsa, Okla., March 7, 1957. 
Senator JoserpH C. O’MAHONEY, 
United States Senate, 
Washington, D. C. 
(Attention of Mr. Donald P. McHugh.) 


Dear Mr. McHvucu: When I testified before the joint committee in Washington 
on February 28, I was asked to supply additional information about abandoned 
wells. 

Attached is a memorandum reviewing the economics of well abandonments and 
including a table which shows the United States average crude price and number 
of wells abandoned from 1919 to 1955, inclusive. The source of this tabular 
information is World Oil. Its source in turn is Bureau of Mines data together 
with its own estimate of the number of completed wells. 

The data shows that the period 1954-55 had the highest rate of well abandon- 
ment of any period except the year 1931 when the price of crude dropped to 
10 cents per barrel. Only a preliminary figure is available for 1956, but World 
Oil estimates 1956 abandonments at 13,436. It will be noted, however, by 
referring to the February 15, 1957, issue, that World Oil’s estimates of 1955 
well abandonments were low and had to be modified upward when Bureau of 
Mines statistics became available. A check of previous years indicates that a 
similar pattern has usually existed so that it can be expected that World Oil’s 
preliminary estimate for 1956 will ultimately be raised. 

Also attached are four tables which present data for the years 1940 and 
1950 as compared to the similar data for 1956 on the United States presented 
in exhibit A of my prepared statement. This additional information is submit- 
ted to show that the figures given for 1956 are not unique and that the average 
rate of return in oil production over the period stated never has been really 
high. 

At this time I should like to clarify the record on one point: The economics for 
the year 1956 presented in my testimony were based on the assumption that 
the new crude price, which became effective in 1957, had been in effect during 
1956. If the price actually in effect during 1956 were used, the average rate of 
return per year for the United States would drop from 7 percent to 5.3 percent 
and the payout with declining production would increase from 9.5 to 11.2 years. 

This information is submitted for inclusion in the record. 

I have made minor corrections and am returning the transcript you sent 
with your letter of March 5. 

Very truly yours, 
P. R. Scuutrz, President. 


EcoNOMIcs OF OIL WELL ABANDONMENT 


Eventually the production of any commercial oil well decines to a small frac- 
tion of its original production. Finally, the point is reached where the revenue 
from the oil produced is no greater than the costs of operating the well and 
the well is abandoned. 

Some of the operating costs for an oil well are essentially of a fixed nature 
and do not vary substantially with the volume of production. Other costs are 
a function of production volumes. Among the fixed costs are such things as the 
pumper’s salary, maintenance costs on the lease (such as paint for the equip- 
ment, fencing, etc.) insurance, accounting costs, costs of preparing and filing 
various regulatory reports, and some types of taxes. 

Other operating costs such as pumping equipment, severance and gross re- 
ceipts taxes, etc., tend to be a function of the volume of production. Although 
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on a stripper lease where the volume of production is low, even the costs of 
pumping equipment may tend to be fixed rather than variable, since corrosion 
and similar factors are likely to limit the life of the equipment rather than 
usage. 

Actually, it is the portion of the operating costs which tend to be fixed that 
limit the economic life of the property, since any truly variable costs would de- 
cline with declining production and leave some income after operating expenses 
no matter how low production fell. 

When production from a well becomes so low that it does not provide suf- 
ficient revenue over and above operating costs, it is abandoned. It should be 
noted, however, that abandonment can—and in recent years often has—come 
not through declining production, but rather through a rise in operating costs. 
The net effect is, of course, the same—the well is abandoned although it could 
physically continue in production for many years. 

It should be evident as a matter of relatively simple economics, that if the 
production from the well can be sold at a higher price, then declining volumes 
of production or rising operating costs will not force the abandonment of the 
well as soon. This is certainly evident to everyone in the industry concerned 
with making the actual decision as to whether a specitic well is to be abandoned 
or kept producing. It was also apparent to the Federal Government when it 
inaugurated on August 1, 1944, a stripper-well subsidy plan designed to keep 
stripper wells in production during the remainder of the year. 

Demonstration of the relationship between well abandonments and adequate 
crude prices on a national scale requires the consideration of a number of other 
variables which complicate the analysis. 

Of fundamental importance is the accuracy of the available well abandon- 
ment statistics. The United States Bureau of Mines publishes data on the 
number of producing oil wells at the end of each year. The last available figure 
is for the end of 1955 and estimates producing wells at 524,010. World Oil 
uses these figures in conjunction with its own data on well completions to derive 
the number of wells which were abandoned or shut in during the year. This 
method of calculating oil well abandonments has two fundamental difficulties. 
The first is that a small error, say 1 percent, in the estimate of wells producing 
at year end produces a very large error in the well abandonment figures—prob- 
ably 20 to 40 percent. Thus the abandonment figures are quite unstable. 

A second difficulty is the fact that since the Bureau of Mines counts only pro- 
ducing wells, all shut-in wells are automatically counted as abandoned, thus 
drastically overstating the abandonment figure. Yet, in some later year when 
these wells are brought back into production, they will cause a definite under- 
statement of abandonments. This happened in 1955 when several thousand * 
shut-in wells in California were reopened. Similarly, it has been estimated that 
there were as many as 8,000 shut-in oil wells in Texas at the end of 1956, and 
that this situation had developed in the last year or two. Thus, abandonment 
figures for 1955 and 1956 are most likely substantially overstated. 

The growing importance of secondary recovery operations and of well frac- 
turing operations have also greatly distorted well-abandonment figures. Both 
of these techniques require the investment of additional funds to increase pro- 
duction, and in most cases, extend well life. Thus, wells which would normally 
have been abandoned are kept in production by the investment of additional 
capital. Needless to say, higher crude oil prices stimulate the use of both of 
these techniques and consequently result in less abandonments. 

Further mention may be made of the probability that prospects of crude oil 
price changes influence abandonment rates. Abandonments in 1944, 1945, and 
1946 were no doubt lower than would otherwise have been the case due to the 
payment of a Federal subsidy of some $0.20 to $0.75 per barrel to stripper-well 
producers. 

Having duly made all the qualifications which statistical ethics demand, the 
actual data on abandonments may now be examined. (See table 1.) This data 
will be analyzed in two ways. First, an examination of the significant changes 
will be made and an explanation of the changes attempted. Secondly, a straight 
statistical analysis of the data will be made without regard to explanations or 
qualifications. 

With reference to table 1: 

1919-21.—A large number of shut-in wells returned to production—more than 
offsetting actual abandonments. Crude oil price had risen rapidly from a low 


1 World Oil, February 15, 1956, p. 172. 
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of $0.64 per barrel in 1915 to a peak of $3.07 in 1920, and dropped off to $1.73 
in 1921. 

1922-30.—A period of a fairly substantial number of abandonments with con- 
siderable yearly variation. Crude oil prices varied but gradually tended down- 
ward from $1.61 in 1922 to $1.19 in 1930. 

The unusually high abandonment figure in 1929, like a lot of other things in 
that year, cannot be explained directly by price, although it may be that the dis- 
covery of such major fields in 1928 and 1929 as Eunice and Hobbs, New Mexico; 
Kettleman North Dome in California; Oklahoma City in Oklahoma; and Van in 
Texas led operators to anticipate further price decreases and loss of markets. 

1931.—A record number of abandonments never since approached. Crude 
price dropped from $1.19 in 1930 to $0.65 in 1931, and at times during the year 
was much lower. East Texas field discovered. 

1932-33.—Very low number of abandonments. Continued low price of crude. 
Best explanation would seem to be that most marginal wells were abandoned 
in the record year of 1931, and those that were not abandoned were able to 
continue to meet operating costs. 

1934-41.—Erratie but gradually increasing number of abandonments. Crude 
price in 1934 was $1 and in 1941 $1.14 with moderate variation in intervening 
years. 

1942-45.—Abandonments not unduly high but increasing steadily. Crude 
price controlled. Increased $0.02 during period. Stripper wells subsidized. 
Operating costs probably increased more than this. Certainly wages did. 

1946-48.—Moderate level of abandonments—no particular trend. Crude oil 
prices adjusted to normal levels after OPA price control. 

1949-55.—Trend of abandonments definitely upward. Slight upward trend 
in prices. Prices controlled under OPS in 1951 and 1952. Wages and steel 
costs rising much faster than crude price. 

The basic problem under consideration is the relationship between oil-well 
abandonments and the price of crude oil. This relationship can be approached 
in two ways. Theoretically, a normal abandonment figure and a normal crude 
oil price for each year could be determined and the variations above and below 
normal for the abandonment series could be related to the variations above 
and below normal for the crude oil price. From a practical standpoint, the 
determination of a normal abandonment figure is difficult due to the absence 
of any well-defined trend, and the determination of what constitutes a normal 
crude oil price could involve considerable controversy. 

It therefore becomes desirable to restate the question slightly to avoid these 
difficulties. Restated, the problem becomes: What is the effect of a change in 
crude oil prices on oil-well abandonments? Actually, this is the problem with 
which we are concerned anyway, since a specific crude oil price exists and it 
is desired to determine its effect upon well abandonments. 

To obtain the mathematical relationship between changes in crude oil prices 
and changes in the rate of well abandonments, the year-to-year changes in price 
are correlated with the year-to-year changes in abandonments. These figures 
are merely the differences between successive items in table 1. The correlated 
figures cover the period from 1925 through 1955. Thus, the increments from 
1925 to 1926 are the first items in the correlation. The year 1925 was chosen 
as a starting point in order to avoid the negative figures in the early years when 
shut-in wells brought back into production exceeding abandonments. 

However, it does not appear that inclusion of these earlier years would 
change the mathematical relationshp (line of regression) to any great extent, 
since the behavior of these earlier years seem to be in accord with the derived 
formula. 

The relationship between changes in th rate of well abandonments and crude 
oil prices is as follows: 

Change in abandonments=463—56.70 (change in crude oil price in cents). 

The formula thus states that with no change in crude oil price, well abandon- 
ments increased on the average by 463 wells each year, and each cent increase in 
‘erude oil price decreased the number of abandonments by about 57 wells. Thus, 
the recent $0.25 increase should result in about 1,418 less wells being abandoned 
in 1957 and each year thereafter than would have been the case without the 
price increase, assuming of course, no further increase in either operating costs 
or crude prices—obviously a completely invalid assumption. 
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The belief that higher crude oil prices will reduce the number of oil-well aband- 
onments over what otherwise would have occurred seems justified : 

(1) By consideration of the economics of an individual well. 

(2) By a period-by-period examination of the rationale of the variations in 
abandonments and prices. 

(3) By computation of the mathematical relationship between changes in well 
abandonments and prices. 

(4) By the logic which lead to paying stripper-well subsidies during the last 
war. 


TABLE 1.—United States average price of crude oil and oil wells abandoned— 























1919-55 

Price | Number || Price | Number 

ee ee! _———— |} iS Siemens 

| 
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a a oe .65 | 22, 281 || 1960... 2... ; ee 2. 51 6, 585 
1932 ee oat . 87 NN TT oe eT 2. 53 14, 412 
1933 ; . 67 | 2,720 || 1952 sala Ber ee 2. 53 9, 841 
1934__- il 1. 00 | TIC a SO ad 2.68 | 15,342 
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Source: World Oil, Feb. 15, 1957, pp. 182 and 194. 
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Tasl_eE II.—Cost of drilling—United States 











| | 
| 1940 1950 | 1956 
tase dipcaaence ibaa | | ; 
Depth, feet: Average (Oil and Gas Journal) --......._..- “4 3, 088 | 3, 680 | 4, 022 
Cost, per foot: Sage eeanen an Association of Oil Well Drill- oy | 
ing Contractors) _. ‘ : 7. 50 | $11. 00 $13. 50 
Productive well cost ; | $23, 160 $40, 480 | $54, 300 
Ratio of total oil “*tests’’ to productive wells: Average, based | 
on Oil and Gas Journal figures... ..................--.-.-. 1. 32 | 1. 53 1. 62 
Productive Well cost including proportionate share of dry heles | $30, 571 | $61, 934 $88, 000 


! 


TasBLE III.—Economics of oil exploration and production—United States 





! 
| 1940 | 1950 1956 
i aiaeeieacetiaetls oe 
} 
Well cost: Including share of dry holes. -- | $30, 571 | $61, 934 $88, 000 
Reserves developed per well, barrels per w ell: Net to produc er_| 95, 265 | 100, 540 86, 000 
Investment cost per barrel, net reserves, per barrel: 
Derelonmbent am Gry NOMS... 5.5 ses cwiawessneseccducwwes 0. 32 | 0. 62 1.02 
i 0 ) sees cited toeinniiapcapiactie ie hela aa ll} . 30 | .40 
Total investment -_......-.-.-- Spl tinate ba adetaniensielbone 4 43 | . 92 | 1.42 
Realization per barrel: | ‘ | 
Sales price. ile ; ; 1.02 2. 51 23.04 
Cost of lifting, average over life 4 bas ; | .13 31 45 
Net realization — - . . 89 2. 20 2. 59 
Return on investment: 
Per barrel oe eda ee ee | 0.46 | 1, 28 1.17 
Ratio: Return to investment SAT RR 1.07 | 1.39 2 
Average life of property, years. .........-....-.-.--- baniweee 33 | 31 25 
Average rate of return per year __ aa percent 8.9 12.6 7.0 





! Based on Struth’s formula (1955): Exploration costs divided by United States reserves added equals 
cents per barrel net reserves. 
2 Estimate of author, believed to be high, of February 1957 sales price. 
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Senator O’Manoney. Do you agree with the testimony of Mr. Clark 
about the effect of the lack of pipeline transportation ? 

Mr. Scuutrz. Yes, sir. If you will give me just a minute more, 
I can point to one particular example. 

In 1956 my company drilled three wells in Oklahoma during the 
first half of the year. The first two wells were completed by the Ist 
of April, and the Gulf Oil Co. connected both wells. These were on 
three 20-acre tracts adjoining one another. 

In July we finished the third well, and we asked for a pipeline con- 
nection. Gulf said, “We are not taking any more oil.” We could not 
get a pipeline connection. We are now trucking that oil, at a cost of 
25 cents a barrel. The trucker that buys the oil trucks it about 5 miles 
and delivers it to a pipeline. 

The amount of pipe required to tie up our third well would involve 
about 750 feet of pipe, at a cost, 1 would guess, not in excess of $1,000, 

We have also told them we would be glad to lay the line ourselves 
to transport the oil to them, but they have refused to let us do that. 

Senator O’Manonry. When was that done ? 

Mr. Scuuurz. That was done in 1956, the middle of the year. 

Senator O’Manoney. What has happened to that third well’s pro- 
duction ¢ 

Mr. Scuvutrz. It is still being sold to the trucking company, and it 
is costing us 25 cents a barrel to have it trucked. 

Senator O’Manoney. If it were shipped by pipeline, it would be 
available for the oil lift, wouldn’t it 4 

Mr. Scuutrz. That is right. 

And, Senator, I might point out for the oil lift—are we in an energy 
emergency in EB turope, or a dollar emergency! Because your own 
State has 100,000 barrels a day of capacity, and there is pipeline ca- 
pacity to carry it to the Mississippi, there are barge facilities to ship 
it to the gulf coast, and they could have taken that 100,000 barrels 
a day all the time and moved it by boat to Europe. But it was a little 
higher priced than the oil of the gulf coast. 

So, are we talking ‘about an energy requirement for Europe or an 
economic requirement to Europe? 

Senator O’Manoney. I could add to that question, but I am not 
going to at the prea sent time. 

Mr. McHugh ? 

Mr. McHueu. No; there are no questions. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Mr. Nevitie. I might say in that regard, Mr. Schultz has very 
kindly been waiting for his opportunity to testify, and we have gone 
over the material with him. I think we have ail of his material in 
hand. I understand it quite clearly. 

Senator O’Manonry. I know there are many things that you 
understand that the rest of us do not, and it is very important to have 
this understanding set forth in the record. 

We have to get this published, you know. 

Mr. Neviune. I meant with regard to the exhibits he has attached 
here. 
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Senator O’Manonry. Why don’t you prepare a questionnaire? [ 
think Mr. Schultz would be glad to go over that questionnaire with 
you and provide the answers as far as it is necessary. 

Mr. Nevittz. Thank you, Senator. 

Senator O’Manonry. I do not want to burden you. 

Mr. Scuuurz. I am available for any questions they wish to ask, 
either here or by letter or any manner they want to put them in the 
record. 

Senator O’Manoney. That is very nice, and if you will do that, Mr. 
Schultz, I am sure we will appreciate it. 

Mr. Scuuttz. Thank you. 

Senator O’Manoney. Off the record. 

( Discussion off the record.) 

Senator O’Manoney. The committee will hold its next meeting, 
according to present plans, on Tuesday next. The subpenaed docu- 
ments of the major oil companies have been in our hands and are 
being examined. The testimony which has been presented thus far has 
been most informative and needs explanation from MEEC. 

I hope to have Mr. Coleman, vice president of Standard Oil of New 
Jersey, and chairman of the MEEC, before this committee next Tues- 
day. Mr. Coleman, as I understand, has some other engagements that 
have been made. But the importance of this matter from the point of 
view of the supply of oil in the United States, the oil lift to Europe, 
the relationship between the integrated company and the independent 
company and the propriety of the conduct of a Government policy 
to supply Europe being presided over by a representative of Standard 
Oil of New Jersey, all entail questions to which we need answers. 

I feel certain that Mr. Coleman wil find it possible to come. 

Yesterday I had a brief consultation with his attorney, Mr. Fowler 
Hamilton, and Mr. Hamilton indicated to me that he was ready to do 
everything possible to cooperate with the committee. 

Now, the greatest help to the committee is the laying of the facts 
on the table at the earliest possible time. So I hope that Mr. Hamilton 
and Mr. Coleman will make arrangements to be present with us on 
next Tuesday. 

The committee will stand in recess until next Tuesday. 

(Whereupon, at 12: 05 p. m., the committee adjourned. ) 
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TUESDAY, MARCH 5, 1957 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
or THE COMMITTEE ON THE JUDICIARY AND 
SUBCOMMITTEE ON Pusiic LANDS OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 9:10 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Neely, and 
Wiley, of the Subcommittee on Antitrust and Monopoly of the Com- 
mittee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), and Carroll, of the Subcommittee on Public Lands of the 
Committee on Interior and Insular A ffairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth Neville, assistant counsel, Antitrust ; 
W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, counsel 
for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley ; Louis Rosenman, attorney, Antitrust; Paul Banner, economist, 
Antitrust. 

Robert Murphy, professional staff member, Senate Interstate and 
Foreign Commerce Committee; and Stewart French, chief counsel, 
Senate Committee on Interior and Insular Affairs. 

Senator O’Manonry. The committee will come to order. 

I would like to say that this committee is interested only in facts. 
As chairman, I am not prosecuting anybody, because I realize that 
this is a very complex question. Indeed, as I see it, the issue, both 
on the floor of the Senate and in this committee, and in many other 
phases of public life today, in the activities of the Government, the 
issue is one of people and property once again. That has been the 
eternal issue through the development of history. 

The Government during the recess of Congress had considerable 
difficulty in meeting the problem which arose, namely, of supplying 
petroleum and petroleum products to Western nations after the 
blockade of the Suez Canal. 

The evidence before us already shows that there was in existence a 
Foreign Petroleum Supply Committee which had been created before 
the amendments of the Defense Production Act of 1955, and for a 
time that seemed to operate. 
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The Attorney General, under date of August 10, 1956, had ap- 
proved the original plan for MEEC. There was approval, but 
after that was over, the old Petroleum Supply Committee was still 
at work. 

Of course, everybody knows that under the Defense Production 
Act, the voluntary plans which were permitted contemplated im- 
munity from the antitrust law, because certain practices which might 
be subject to prosecution should not be allowed to stand in the way 
of the combined cooperative effort on the part of the companies in 
doing a job which the Government sought to have done. 

There is a twilight zone in here between the Foreign Petroleum 
Supply Committee and the MEEC, the organization whose activities 
we seek to make clear. 

I would say so far as I am personally concerned, my feeling is 
very definite that where the Government has a policy or a program 
which it wants to work out, and it is one that is so complex that the 
Government, under the law, feels that exemption from the antitrust 
laws should be granted, it is of the highest importance that the Gov- 
ernment should be in full control. 

That was the opinion of the Attorney General at one time.’ It still 
is his opinion, but the details have changed. There were 3 or 4 safe- 
guards against violation of the antitrust laws which the Attorney 
General wrote into his report to Congress. Those safeguards were 
limited, and my questions will be directed largely to an understand- 
ing of this change, and why the change had to be made, so far as you 
gentlemen are concerned, 

Congress was not in session when the Foreign Petroleum Supply 
Committee was dropped and the MEEC was set up. Congress is in 
session now, and there is no reason, as I see it, why we should not set 
up this plan in a manner satisfactory to Congress and the President. 

That is the basic issue, as I see it. 

Now, Mr. Coleman, will you identify yourself for the record, 
sir? 


STATEMENTS OF STEWART P. COLEMAN, CHAIRMAN, MIDDLE 
EAST EMERGENCY COMMITTEE, ACCOMPANIED BY FOWLER 
HAMILTON, COUNSEL; AND MONROE J. RATHBONE, PRESIDENT, 
STANDARD OIL COMPANY OF NEW JERSEY, ACCOMPANIED BY 
NICHOLAS J. CAMPBELL, JR., ASSOCIATE GENERAL COUNSEL 


Mr. Coteman. Yes, Mr. Chairman. My name is Stewart P. Cole- 
man. I am chairman of the Middle East Emergency Committee. I 
am also a vice president and director of Standard Oil Company (New 
Jersey). 

At the outset, I should like to say, Mr. Chairman, that I welcome 
the opportunity to appear before you to give you whatever informa- 
tion I can concerning the Middle East Emergency Committee. 

It is my belief that the issues before your committee, particularly 
the issues of getting oil to Europe and thereby saving it from dis- 
aster, are those about which the Congress and the public should be as 
fully informed as possible. That is the reason, Mr. Chairman, that 
I have been looking forward to this opportunity to put this before 
you. 
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Mr. McHvueu. Mr. Coleman, I wonder if at the outset, you could 
describe for the committee, since you have identified yourself 
chairman of MEEC, your connection with these previous voluntary 
agreements. 

“Mr. Corea an. I would be ver y happy to, sir. That is touched on 
later, if you would prefer. 

Senator O’Manoney. I notice that the background and organiza- 
tion of the Middle East Emergency Committee was No. 5 in your 
program. 

Mr. Coreman. That is right, but as I understand the Senator’s 
question, it had to do with my connection 

Senator O’Manoney. This is Mr. McHugh, the chief counsel. 

Mr. McHueu. Yes. It occurred to me, Senator, at the beginning it 
might aid 

Senator O’Manoney. I will ask Mr. Coleman, if he wouldn’t mind. 

Mr. CoteMan. I would be happy to do that now. 

Senator O’Manoney. Suppose you do that now. 

Mr. Coteman. I have had, I might say, considerable experience in 
this work for the last 25 years. I have been mainly involved in this 
work with my company, that is, the matter of coordination of supplies. 

Originally, during the war I was made available on a full-time 
basis, first to the industry and then later I became Director of the Pro- 
gram Division of the Petroleum Administration for War. 

Mr. McHveu. This was in World War II? 

Mr. Coteman. Yes, sir. 

Mr. McHueu. When you were with Standard Oil, you were made 
available on a full-time basis to the Government for the Petroleum 
Administration for War? 

Mr. Coteman. Yes; I was terminated from my company. 

Mr. McHven. I see. For how long a time, then, were you con- 
nected with PAW ? 

Mr. Coteman. As I say, it was first industry, Mr. McHugh. I was 
full- time chairman of the working subcommittee on petroleum eco- 
nomics, which was a committee of the Petroleum Industry War Coun- 
cil, the predecessor of the Petroleum Council. That was about 2 or 

2Y/, years. And then I was with the Petroleum Administration for 
War for about a year and a half, and on a full-time basis. And then 
I was also a consultant for about 6 months of the Petroleum Admin- 
istration for War. 

Mr. McHvenu. That would take you through what period of time? 

Mr. CotemMan. Well, virtually the whole war period. 

Mr. McHveu. Through the war / 

Mr. Coteman. It was, I believe, February 1942, a month or so 
after Pearl Harbor; then right up to V—J Day. 

Mr. McHveu. Go ahead, sir. 

Mr. Coneman. After the war, it became clear that it was important 
to plan for future emergencies, and that was put up to the National 
Petroleum Council. And because of the security phases involved, it 
was not possible to do it through the National Petroleum Council, and 
the Military Petroleum Advisory Committee—— 

Mr. McHvueu. Excuse me. The National Petroleum Council, then, 
was an advisory body to the Government on oil ? 

Mr. Coteman. Yes, to the Interior Department, Secretary of the 
Interior. 
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The Military Petroleum Advisory Committee was set up under the 
chairmanship of Mr. Bruce Brown, who had been the Deputy Head 
of the Petroleum Administration for W: ar, and I am a member, was 
a member, of the Military Petroleum Advisory Committee, and chair- 
man of what they called its program panel. 

I had been Director of the Program Division in the Petroleum Ad- 
ministration for War. So it was a similar type of work. That lasted 
until the Korean war, and it became apparent that the Government 
needed more than simply an advisory group, so the Petroleum Admin- 
istration for Defense was set up, and it incorporated, of course, all of 
the industry functions of the Military Petroleum Advisor yC ommit- 
tee, but at the same time it was, of course, more active. 

Mr. McHuen. Could you give us any estimate of how much of your 
time was directed to this consultant advisory work that you have just 
described, at the end of World War IT until the setup of Korea ? 

Mr. Coteman. I think if I could give you an estimate of how much 
of my time, from the start of World War II until the present, it might 
be helpful. 

As I have said, my time was devoted virtually a hundred_percent 
during the war, and. since that time, in connection with the Militar "v 
Petroleum Advisory Committee, in consulting work with the Petro- 
leum Administration for Defense. I was not full time. 

Since then, as the program panel chairman of the Military Petro- 
leum Advisory Board, which was reconstituted after the Korean war, 
as chairman of the Foreign Petroleum Supply Committee, and of the 
Middle East Emergency Committee, I would say that that has taken 
somewhere between a quarter and a third of my time since the war. 

If I may resume on the chronology. 

Mr. McHuen. Yes: please do. 

Mr. Coteman. Mr. McHugh, after the Korean war, it became quite 
clear that it was necessary to continue this industry advisory work 
with the Defense Department. 

Briefly, what that work is, the Joint Chiefs of Staff develop strategic 
plans, they being fully aware of the importance of petroleum to imple- 
ment those plans, and the petroleum requirements of those plans are 
given to us. 

We are not acquainted and don’t want to be acquainted, although we 
are under top secret classification, we don’t want to be acquainted 
with anything more than we need to know to develop the necessary 
information with respect to petroleum supplies. 

We have had one comprehensive evaluation of a strategic plan 
which is referred to as OGD-12, and we expect shortly to have put 
before us the petroleum needs of another plan, so that. the Military 
Petroleum Advisory Board is quite active. 

Since these activities on my part were contemporaneous, in other 
words, I was chairman of the Foreign Petroleum Supply Committee, 
Middle East Emergency C ommittee, and continuously the chairman 
of the program panel of the Military Petroleum Advisory Board, 
there has been in a sense a relationship, a pe: icetime relationship— 
this is outside of any emergency such as we are in now—in that the 
Foreign Petroleum Supply ¢ Committee is the only source of informa- 
tion as to potential military aterm supplies from foreign sources 
in the event of war, so that after the Iranian crisis was over and until 
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this point, the Foreign Petroleum Supply Committee is continuously 
deve oping potential information with respect to petroleum supplies. 
It is a very essential function. 

Mr. McHveu. Mr. Coleman, when did you become chairman of the 
Foreign Petroleum Supply C ommittee ? 

Mr. Coreman. It was in 1951, at the time of the Iranian crisis, 1951. 
Do you want the exact date? 

Mr. McHueu. No. You continued as chairman, then, of the For- 
eign Petroleum Supply Committee until the Middle East Emergency 
Committee was formed ? 

Mr. Coteman. No; I continued as chairman until about May of last 
year, at which time, in accordance with certain amendments which 
were made to the Foreign Petroleum Supply Committee plan of action, 
Mr. Hugh Stewart, Oil and Gas Divi ision, became chairman. 

Senator O’Manoney. The precise date on which you became chair- 
man of the Petroleum Supply Committee was about 1950, was it? 

Mr. Coteman. 1951, sir. 

Senator O’Manoney. 1951. 

Mr. Coteman. It was shortly after the nationalization of the oil 
industry in Iran, which was in 1951. 

Senator O’Manoney. Was the Petroleum Supply Committee at 
that time granted immunity from the antitrust laws? 

Mr. CoLteman. Yes, sir. 

Senator 0’ MAHONEY. When the act of 1950 was amended in 1955, 
was there any change with respect to the activities and functions of 
the Petroleum Supply Committee ? 

Mr. Coteman. Well, the activities had changed, Senator, because 
of course the Iranian crisis was over about mid-1952. 

Senator O’Manonry. Yes. 

Mr. Coteman. And the Foreign Petroleum Supply Committee then, 
and its subcommittees, were available and did develop information 
as requested by the Department of Defense and the Interior Depart- 
ment in connection with the petroleum implementation of strategic 
defense plans. 

Senator O’Manoney. This committee did handle the whole Iranian 
crisis and was largely instrumental in bringing about the Iranian con- 
sortium, as it is called ? 

Mr. Coteman. It had nothing to do with the Iranian consortium. 

Senator O’Manoney. It had nothing to do with that ? 

Mr. Coteman. No. I might say this as a general statement: The 
war work I have described, the Foreign Petroleum Supply Committee, 
the Military Petroleum Advisory Board, and the Middle East. Emer- 
gency Committee, are purely a physical supply organization. It is 
our job to get out the wash, get the supplies where they need them. 

We do not deal with policy, price, or commercial factors. 

Senator O’Manoney. This was the original committee ? 

Mr. Coreman. That applies to all the activities setup. 

Senator O’Manonry. Of the Foreign Petroleum Supply Com- 
mittee ? 

Mr. CoteMan. Yes, sir. 

Senator O’Manonry. The reason I ask you the question is that 
after the amendment of 1955, there came a change in the law. In the 
opinion of the Department of Justice and as long ago as November 22, 
1955, the Chairman of the Banking and Currency. ‘Committee of the 
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Senate, which had jurisdiction over the Defense Production <Act, 
wrote to the Attorney General under date of November 22, 1955, 
asking for certain information. I read one paragraph: 

I am glad to see that as the result of the amendments to section 708 made by 
Public Law 295, 84th Congress, your Department is making a thorough study of 
the operations under the various voluntary agreements and programs approved 
and being carried out under that section in order to make the determination 
required by the amendments whether the adverse effects of the various agree- 
ments on the competitive free enterprise system outweigh the benefits to the 
national defense. The antitrust problems involved in these agreements, par- 
ticularly in the two agreements on which you have not been able to make up your 
mind, demonstrate clearly to me that this review was necessary. 


To this there was a response by Judge Barnes, then head of the 
Antitrust Division, which was a statement of the problems which had 
to be studied, and an explanation of why a reply had not been a 

Then on February 20, 1956, the Attorney General submitted : 
supplemental report pursuant to section 708 (e) of the Defense Pro- 
duction Act of 1950, as amended. This brings us to the act of 1955. 

In this report, which was published by the Banking and Currency 
Committee during the second session of the 84th Congress, entitled 
“Report on Review of Voluntary Agreement Program under Defense 
Production Act, Committee on Banking and Currency, United States 
Senate, submitted by Attorney General,” I find on page ! 56 the follow- 
ing paragraphs which I think are fundamental to the purpose for 
which we are holding this hearing: 


Beyond antitrust difficulties, 
the report says, 


we could not accept the conclusion that any alteration of present committee 
procedures would necessarily deprive the Government of crucial petroleum 
intelligence data. I informed the Director of the Office of Defense Mobilization, 
after extensive study, that in my opinion the adverse effects of this agreement 
in its present form upon the competitive free enterprise system outweigh its 
benefits to the national defense. 


That was a statement by the Attorney General of the United States 
on February 20, 1956, that in his opinion the Foreign Petroleum 
Supply Committee had possibilities of adverse effects er the free 
competitive system which, in his opinion, were greater by far than 
the service that could be performed for the national defense. 

In other words, the Department of Justice, in February 1956, was 
saving to the Congress that the antitrust features were not adequately 
safeguarded in that agreement. 

The paragraph goes on: 

So it was in the light of the defense importance of this program we sought to 
revise committee procedures to minimize potential anticompetitive consequences. 

The task became especially important since the newly amended Defense Pro- 
duction Act section 708 (b) permits only voluntary agreements relating to equip- 
ment used primarily by or for the military. That provision’s legislative history, 


moreover, makes clear that this voluntary agreement for foreign petroleum supply 
had been deemed by Congress a nonmilitary agreement. 


Bear in mind this is the Attorney General of the United States 
speaking, and nobody on this committee. 
With this in mind, were the Foreign Petroleum Supply Committee to be dis- 


continued, a like program could not be reinstituted under this present act with- 
out future congressional action. 
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There was no future congressional action. MEEC was set up with- 
out it. That is an interpolation, of course. Back to the Attorney 
General’s report: 

Against this background, we proposed to the Office of Defense Mobilization 
and the Department of the Interior certain amendments to the agreement, and 
I informed these departments on January 24, 1956, that only if the proposed 
changes or their substantive equivalent were agreed to could I permit the agree- 
ment with its antitrust immunity to stand. The proposed changes, in brief, 
required full-time salaried Government chairmen for the main committee as 
well as all subcommittees. 

That would mean, of course, that the chairman, the position which 
you hold, Mr. Coleman, should be, under the opinion of the Attorney 
General, a full-time salaried Government official. 

Mr. Coteman. For that committee at that time, Senator. 

Senator O’Manonry. Yes. That was his view at that time. I am 
just trying to get 

Mr. Co_eman. I don’t hold that position now. 

Senator O’Manonry. What is your position-on MEEC? 

Mr. Coteman. Chairman. But they are talking about the Foreign 
Petroleum Supply Committee, and I am not chairman of that. 

Senator O’Manonery. Yes. I am coming to that. 

Mr. CoLemMANn. Sorry. 

Senator Witey. What is the date of that? 

Senator O’Manonery. The date of that is February 20, 1956. 

Senator Witey. Yes. All right. 

Senator O’Manoney. Let me go back. 





The proposed changes, in brief, require full-time salaried Government chair- 
men for the main committee as well as all subcommittees. 

2. Beyond that, in sharp contrast to present organization, the committee 
staff was required to be made up in whole of Government employees. 

8. Finally, the committee’s process for evaluating petroleum statistics was 
required to be altered to insure that from the process of evaluation individual 


companies are unable to deduce individual competitors’ production and re- 
quirements statistics. 


Thus, the agreement will embody reasonable safeguards to insure that one 
competitor gains no information about the other’s future operations. 

That will be sufficient to read from the Attorney General for the 
purposes of my question, which is simply: Do you know of any 
reason why those safeguards should not be now inserted in the 
MEEC voluntary plans? 

Mr. Coteman. If those safeguards, at least some of them, were in- 
serted, you would be completely ineffective. 

Senator O’Manonry. You would be ineffective? 

Mr. Corteman. Yes, sir. 

Senator O’Manoney. Why ? 

Mr. Coteman. Because it is utterly impossible to work out the 
necessary possibilities of these individual companies to eliminate 
these crossovers and, as I will tell you later, in our transportation 
problems it would be utterly impossible unless you could see the data 
on individual company operations. 

Senator O’Manonry. How was that point of view expressed to 
the Government ? 

Mr. Coteman. At what time, sir? 

Senator O’Manonery. At any time. You discussed it with the 
representatives of the Government did you not? 
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Mr. Coteman. I would like to—there was one time that it was 
expressed, and that goes back to the situation—— 

Senator Kerauver. Will you speak a little louder, Mr. Coleman? 
We have trouble hearing you. 

Mr. CoteMaAn. One time that it was expressed, and it was during 
the time that what you have read, Senator, bears on, that the For- 
eign Petroleum Supply Committee expressed its opinion as to the 
effect of these limitations. The minutes of that meeting will record 
that this particular requirement, we were not interested whether we 
had a Government chairman or a Government staff or what have 
you, but we did feel that if the individual data on operations were 
not available to the Foreign Petroleum Supply Committee, or sub- 
committees, that we would just be utterly ineffective. 

It would be impossible, for example, to answer a question such 
as if 

Senator O’Manoney. I recognize what you say would be the re- 
sults, but I was asking when you expressed those opinions to some- 
body in Government. 

Mr. Coteman. In, I believe it was, May of last year. 

Senator O’Manoney. May of 1956? 

Mr. CoLEMan. Yes, sir. 

Senator O’Manonry. Where was that discussion ? 

Mr. Coteman. A meeting in Washington of the Foreign Petro- 
leum Supply Committee in the Secretary’s conference room of the 
new Interior Department Building, at which time Judge Barnes was 
there, Dr. Fleming, I believe Mr. Pike, one of the Assistant Secre- 
taries, I believe, of Defense. 

Senator O’Manonry. Was Mr. Wormser there? 

Mr. Coteman. I believe Mr. Wormser was there. I would have to 
have my memory refreshed on that. 

Senator O’Manonry. Yes. 

Mr. Coreman. And these amendments were explained. We were 
given in advance, I believe, a draft copy of the voluntary agreement 
with these amendments in it, and 

Senator O’Manoney. By whom was that given to you? 

Mr. Coteman. It must have been—that would have to be checked, 
but it must have come through the normal channels of the Interior 
Department, because we were an advisory group to the Interior De- 
partment. That could readily be ascertained. 

Senator O’Manoney. You are referring to the document containing 
the safeguards which the Attorney General had felt should be in 
force ? 

Mr. Coteman. Yes, sir; a draft document for advance considera- 
tion so we could come to this meeting prepared to discuss it. 

Senator O’Manonry. Yes. 

Mr. Coteman. The main discussion centered about this particular 
question that individual company figures would be collected by this 
Government staff. They would be composited, and the function of 
the Committee—I would have to get the revised document to state it 
specifically, but as I recall, the function of the Committee then was 
simply to express opinion as to the validity and accuracy of the orig- 
inal data that was collected, and then also was to comment on the con- 
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clusions and any other points that the Government staff had with 
respect to their analysis. 

And I might say that that put the Committee in the position of 
blind men that were trying to identify an elephant. The one that 
thought he was a rope because he felt his tail, and the other one 
thought he was a tree because he felt his foot. 

The Committee expressed itself very clearly with respect to the 
effect on the war planning. At that time it was pointed out that in 
the event of an emergency, all of these amendments would be set aside 
and the plan of action provisions would be operative, just as that had 
been through the whole time since 1951. 

It was also indicated to us that in the planning for an emergency, 
that the plan of action provisions would hold. 

I had described, just as I have to you, Mr. Chairman, the function 
being carried out by the Foreign Petroleum Supply Committee at 
that t time, namely, that of gathering and interpreting information for 
strategic plans, and I asked if we would therefore have the benefit of 
the situation before the amendments that were without limitations for 
the planning for these activities, and I asked what greater emergency 
could there be, what greater emergency could you plan for than an 
enemy attack upon the United States ? 

That question was not satisfactorily answered to the satisfaction of 
the Committee. 

Senator O’Manoney. That is, it was not satisfactorily answered, in 
the opinion of the Committee, by the Government participants in the 
conference ¢ 

Mr. Coteman. That is right. 

The Committee felt that under those circumstances, that the work 
would be so ineffective that we might as well put the Committee on 
a standby basis. 

Senator O’Manonry. What was the date of that conference? 

Mr. Coteman. I am sorry 

Senator O’Manonry. Approximately. 

Mr. Hamunron. I think it is described, Senator, at pages 17 and 18. 
I think it was along in the spring of 1956. 

Senator O’Manonry. It is in the record ? 

Mr. Hamirron. Yes, sir: there is a narrative 

Senator O’Manonry. In the spring of last year? 

Mr. Haminron. Yes, sir. 

Mr. McHvueun. Prior to the May 8 amendments? 

Mr. Hamiuron. That is correct. It was in connection with the May 
8 amendments that these discussions occurred. 

Senator O’Manoney. All right. 

Mr. Hamivron, I think counsel for the Committee has the minutes. 

Mr. Coteman. The Committee felt, however, that—well, if I may go 
back to one point. 

The Government then asked, well, “Go ahead,” they suggested that 
we go ahead, even with the deficiencies. 

Senator O’Manoney. Would you mind telling us who suggested 
that you go ahead even with the deficiencies? 

Mr. Coteman. It came from either—I can’t recall exactly, but I 
know it came from either Dr. Flemming or Judge Barnes. 

Senator Wirey. Who was it? 
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Mr. Coteman. The record would show. 

Senator Wier. Who was it? 

Mr. Coteman. It came from either Dr. Flemming or Judge Barnes. 

The Committee indicated their willingness to do that, having ex- 
pressed their opinion as to the ineffectiveness of the work. They were 
fearful that if there were an enemy attack and we didn’t have sufficient 
basic data, it was clearly understood by the members of the Committee 
and the industry, and those data had not been put into proper form 
for use of the Defense Department to implement their plans of meeting 
the attack, that very precious time indeed would be lost. 

But, nevertheless, the Committee was willing to go ahead on that 
basis, and despite the limitations, and although the activities now are 
devoted to this particular crisis and that workBes been interrupted 

Senator O’Manoney. If I understand your argument at that time to 
the Attorney General and the Secretary of the Interior, it was that if 
an enemy attack were made upon the shores of the United States, it 
would be essential to have foreign supplies of oil coming in, and it 
would be essential to have the right of company intercommunication 
and exchange of information, which the Attorney General in this 
letter which I have read felt should not be permitted ; am I correct ¢ 

Mr. Coteman. If I may say, Senator, it would be foreign supplies 
mainly for the fueling of our overseas fleets. It was not a matter of 
coming into the United States, with the possible exception of fuel oil. 

Senator O’Manoney. Of course, you said in the event of an attack 
upon the United States. 

Mr. Coteman. And our allies, of course. I mean the bulk—— 

Senator O’Manoney. That is not what you said. 

Mr. Coreman. I am sorry, sir. 

Senator Witey. It would be in the event of an attack upon the 
United States? 

Mr. Coteman. I presume we would have some allies in the event of 
another war. 

Senator O’Manonry. What was going through my mind was 
whether or not the desire of the Standard Oil of New Jersey to con- 
tinue to have imports of Venezuelan oil come to the east coast of the 
United States had some bearing upon this matter. 

I might tell you that Dr. Flemming, in testifying before us, stated 
very explicitly that, despite the amendments in the Federal Trade 
Agreements Act with respect to the importation of foreign oil, he was 
very unhappy because the companies had not shipped oil directly from 
Venezuela to Great Britain, but continued to ship it to the east coast. 

Mr. Coteman. That point will be covered in detail in my testimony. 

Senator O’Manonery. Very good. 

Mr. Coteman. The other point, if I may continue—you mentioned 
the attitude of the Standard Oil Co. in connection with this war 
planning. I would like to say to you, Senator, that during the war, 
and if we ever have another war, neither the Standard Oil Co. nor 
any oil company, to my knowledge, ever took advantage of the war 
situation, and it would not in the future; and with respect to these war 
plans, that data to that Committee, we are a group of technicians, 
we want to get supplies of oil. We are not interested in this com- 
pany’s interest or that company’s interest, and I would like to make 
that as clear as I possibly can. 
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Senator O’Manoney. I do not challenge your statement at all, 
Mr. Coleman. 

Mr. Coteman. Thank you, sir. 

Senator O’Manoney. We are delving, sir, so that we may have the 
record clear, as far as the chairman is concerned. 

Mr. Coteman. I am sorry, sir, but you mentioned the interests of 
the Standard Oil Co. in connection with this military planning. I 
just want to assure you 

Senator O’Manoney. I said with respect to the importation of this 
oil in the case of 

Mr. Coteman. I am sorry, sir; I thought you mentioned it in con- 
nection—we were talking about military planning when you men- 
tioned it. 

Senator O’Manoney. Isee. I think I did. 

Mr. Coteman. Isee. J amsorry. 

Senator O’Manoney. But that importation of oil had nothing to 
do with the position that you 

Mr. CoLeman. Sir, you started off on that basis, and then you 
jumped from war planning into this matter of importation of oil 
during this present thing. I was just trying to separate the ques- 
tions. 

Senator O’Mauoney. Very well, you have separated them, and I 
accept that separation. 

Mr. Coteman. Thank you, sir. 

Senator O’Manonery. You are aware, of course, that when the At- 
torney General approved the voluntary agreement on August 10, 
1956, he said that he did so reluctantly. That word is in the docu- 
ment. You are aware of that; are you not? 

Mr. Coteman. Yes, sir. 

Senator O’Manonry. Do you know on what his reluctance de- 

ended ? 

" Mr. Coteman. I think, referring back to what you read, where be- 
fore these amendments were made, the statement was that the For- 
eign Petroleum Supply Committee without change, as it then stood, 
the anticompetitive—I think, whatever the word was—disadvantages 
outweighed its value from the national security standpoint. 

Senator O’Manoney. All right. 

Mr. CoteMaN. It is just appalling to hear a statement of that sort 
made, because I just know it isn’t so, and I only mention that because 
it ties in with the use of this word “reluctantly.” 

In connection with the Foreign Petroleum Supply Committee meet- 
ing there, and with respect to its work this last year in planning, if 
the companies wanted to break the law they could find probably enough 
information in the oil trade journals to break the law. 

I think the anticompetitive aspects of this work, particularly with 
wae to military planning, have been greatly exaggerated. I think 
that 

SenatorO’Mahoney. You are arguing with the Attorney General. 

Mr. Coteman. That is right, sir. 

Senator O’Manoney. Not with me. 

Mr. Coteman. You asked me if I understood why he said “re- 
luctantly.” 

Senator O’Manoney. Yes, sir. 

90507—57—pt. 2——_12 




















1012 EMERGENCY OIL LIFT PROGRAM 


Mr. Coteman. I can’t help but express my views on that. 

Senator O’Manoney. I am very happy to have your views on the 
matter. 

Mr. Coreman. All of us who are connected with this planning of 
military supplies would just love to put forth our views in a similar 
hearing to this on the subject. 

Senator O’Manoney. You probably will have the opportunity. 

Mr. Coteman. I hope so. 

Senator O’Manoney. Because legislation may be introduced which 
will make it necessary. 

Mr. Coreman. Right. 

Senator O’Manoney. You do recognize, do you not, the power of 
Congress, of course, to regulate foreign commerce ; is that right? 

Mr. Coreman. Of course, sir. 

Senator O’Manoney. No question about that. So there is no need 
of our being at all upset by questions and answers. 

Mr. Coteman. I am not at all upset, sir. 

Senator O’Manonry. Neither am I. 

Mr. Coteman. And I think I am pretty well aware of a citizen’s 
responsibilities, because my young daughter is just going through 
American History, and I have learned a lot in trying to coach her. 

Senator O’Manoney. That is a great opportunity which fathers 
have. 

Senator Wiley ? 

Senator Wier. Mr. Coleman, I have not been able to attend 
number of these meetings, although I am on the committee, but from 
what you have said this morning, it seems to me that the public is 
entitled at least to get the judgment of a man with your experience, 
as to whether or not it is advisable under the world facts as they are 
today—as the President has said, a shrunken world, and with the 
Kremlin in the picture—whether it is advisable that this Committee 
have the latitude that you have suggested, I believe, it should have, 
and if so, why ? 

Mr. Coteman. Well, Senator Wiley, I think we originally broke 
into the statement to describe my connection with these ‘affairs, and I 
think your question will be adequately answered as the statement pro- 
ceeds. If you would prefer, I will answer it now and read those 
sections of the statement, but I am 

Senator Wier. I understand, but you have the press here, sir, and 
you have got an opportunity now to smack them, if you want to, with 
the facts. 

Mr. CoteMan. I would prefer to do it by reading the statement. 

Senator Wirey. All right. 

Mr. Coteman. Because it is in logical order, if I may, sir. 

Senator Wirey. All right. 

Senator O’Manonry. In order that we may finish the questioning 
with which I was proceeding at that point, T should like to ask you 
to explain to the committee precisely why you believe the Attorney 
General was wrong in feeling that immunity should not be granted to 
the companies to see one another’s plans. 

Mr. Coreman. This is in connection with the Foreign Petroleum 
Supply Committee work at that time. 
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Senator O’Manoney. Yes. Of course, as I see it, this applies to 
MEEC, also. 

Mr. Coteman. That is right. But the statement of the Attorney 
General that you read applied to the Foreign Petroleum Supply 
Committee. 

Senator O’Manoney. Certainly, and in order that we here have it 
clearly before us, let me read it again: 

Finally, the Committee’s process for evaluating petroleum statistics was re- 
quired to be altered to insure that from the process of evaluation, individua) 
companies are unable to deduce individual competitors’ production and require- 
ments statistics. 

This deals with individual companies’ requirements for production 
and requirements statistics. The Attorney General apparently felt 
that this was an exemption from the antitrust laws which should 
not be granted at that time. 

Will you explain in detail why you feel that the operation could 
not properly be carried on 

Mr. CotemMan. Simply 

Senator O’Manoney (continuing). At that time? 

Mr. CoteMan. Yes, sir. 

Senator 0’ MAHONEY. Because there was the amended May 28, 1956, 
plan. 

Mr. Coteman. Yes, sir. 

In order to implement a strategic plan, it is essential that full and 
complete and specific data be available in order to interpret the 
perpen requirements of that plan. We might be given a plan 
which would say, and we were given bombing estimates of the world 
and various estimates of the United States as to how much refinery 
capacity, for example, would be destroyed. It is quite essential to 
know the details of the refining operations in those particular areas 
in order to determine how, with whatever military aid would be left, 
how that capacity could be reintegrated in the most effective and 
prompt way to try to accomplish its ; petroleum war supply objectives. 

Mr. McHvuen. Mr. Coleman, with reference to the August 10 plan 
of action, perhaps you could describe to us why it was necessary that 
the individual company information should be made available to all 
of the other members. 

Mr. Coreman. The existing plan? 

Mr. McHuen. Yes. 

Mr. Coteman. That is equally necessary for this reason: I might 
illustrate it by something which will be mentioned later, and that is 
the main source of tanker s saving transportation after the stoppage in 
the Middle East was the elmination of importation of Middle East 
oil into the United States, and its substitution with Gulf or Carib- 
bean oil. 

I might mention as a matter of fact, of that 300,000 barrels, 200,000, 
roughly, was—if I may go to the chart. 

This is the movement that I am referring to, Mr. McHugh. It is 
quite clear that when the stoppage occurred, then this movement com- 
pletely around the Cape was a very long one. If we could take that 
oil to the United States to northwestern Europe, and substitute either 
Caribbean or United States gulf supplies, and I might say of this 
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and Venezuelan crude, of course, that gave us your biggest transporta- 
tion savings. 

Actually, the distance around the Cape from the Persian Gulf to the 

east coast of Nort America is greater than the distance around the 
Cape to northwest Europe by an amount approximately equal to this 
movement from the Caribbeen or gulf to the United States. 
Mr. McHueu. Mr. Coleman, I wonder if you would answer the ques- 
tion as to why, in order to effectuate the plans you just described there, 
it is necessary that the production figures and the transportation ca- 
pacity of the individual companies would be necessary to-—— 

Mr. Coteman. I have that in mind. I wanted to illustrate this 
movement to illustrate why it was necessary. That movement, there- 
fore, was our biggest source of help, because it gave you, practically 
barrel for barrel, added supply to ee To substitute this move- 
ment, it was necessary, which is made up of a number of individual 
companies, it was necessary to substitute, as I have said, gulf and 
Caribbean supplies. Those supplies were in the hands of a number 
of individual companies. You just, of course, can’t wave a wand and 
change this. It is absolutely essential that the committee have tabled 
before it exactly which company is making which movement. 

Under those circumstances, the companies that also were making or 
have available supplies in the gulf, it 1s necessary that they table that 
information. Out of that the committee then is able and the companies 
are able to see the possibilities. 

For example, in our case, we made a trade with Sinclair Oil. It was 
clear from the data that were presented there, that they were moving 
a certain volume of oil from the Persian Gulf into the Marcus Hook 
refinery, and we had available supplies in the gulf and in the Carib- 
bean. It was necessary to sit down with the Sinclair Oil Co. after 
those possibilities had been developed in the Supply and Distribution 
Subcommittee meeting of our committee, and then work out an indi- 
vidual trade with Sinclair on a normal commercial basis. 

Mr. McHven. Mr. Coleman, in connection with the transaction you 
have just described with Sinclair, why wouldn’t it have been possible 
for this information to have been funneled directly into the Govern- 
ment, at which time the Government might have communicated the 
information to the individual companies as to where supplies were 
available so the companies then could work out the details of the 
exchange? Why did this have to be done in the Supply and Distribu- 
tion Subcommittee, when all the production statistics and capacities 
of the individual companies are made known to all of the other 
members ? 

Mr. Coteman. In the first place, it would have been necessary to 
set up a tremendous staff in Government to collect and properly analyze 
all of the information to develop these possibilities. That certainly 
we did not have the time to do, the country did not have the time to do. 
How could you be sure that every possibility had been developed by a 
Government staff ? 

In other words, information would come in, then it would go out. 
Companies might not be able to do what they suggested} but if they 
had seen the individual data they could say, “Yes, but we can do this.” 

The resourcefulness, Mr. McHugh, of this industry is amazing. If 
you give them a problem and they say, “Well, we can’t do it just like 
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that,” but after carefully looking at the data and analyzing all pos- 
sibilities, they come up with a solution. 

Mr. McHveu. You are not saying, then, that it couldn’t have been 
done through the Government, but that it would have involved a sav- 
ing of time to do what you did 

Mr. CotEman. And it would have been very ineffective, no matter 
how much time—— 

Mr. McHvueu (continuing). On the ground Government people 
would not be competent to analyze the significance of where supplies 
were available and to suggest the kind of transfers that would have 
effectuated the purposes of the plan of action? 

Mr. CoLeMaN. It isn’t a matter of competence, Mr. McHugh; it is 
a matter of men sitting down who are actually carrying this out every 
day, to be able to evaluate all possibilities and all alternatives. 

Mr. McHveu. We are trying to appraise here, as you appreciate, 
Mr. Coleman, this situation: That the Attorney General has sug- 
gested that the divulging of this individual information might make 
possible the perpetuation of the type of agreements which the Govern- 
ment charges were illegal in its cartel suit. Now, we are trying to 
find out, if that is so, would it not have been possible to have found 
some other method of making the information available to the com- 
panies without the necessity of obtaining this type of data? 

Mr. Coteman. I think the same answer that I gave Senator 
O’Mahoney with respect to the question that you are raising would 
upply to the Foreign Petroleum Supply Committee’s activities in 
evaluating the military program as a large application here. It just 
is absolutely essential. We certainly don’t want to see this informa- 
tion. It is just like during the war we didn’t want any more security 
information than we had to have. 

But we do feel, I do want to point out, we have to have the minimum 
necessary information to do a job effectively and promptly. It is 
utterly impossible to go from peacetime to wartime situations or from 
a pre-Suez situation to a Suez emergency situation, and adequately 
develop means to meet such a situation unless, as we say in the oil 
business, you have the data, and you have to have the data in complete 
cletail, and you have to have experienced, able minds working on that 
thing. 

The data are just a mass of figures. These fellows that have done 
this work are familiar with it. They make those figures come alive, 
because they see the reality behind the figures, and with that reality 
they are then able to see possibilities of solution. 

Now, even if you had the best talent in the industry and put them 
into a Government staff and limited communication with the indi- 
vidual companies, in the manner that you described, that staff would 
not be aueule as effective as though it had been sitting down as a sub- 
committee and working with the actual operating people. 

Mr. McHven. It would be no more effective, because it would mean 
simply another step. It comes in to the Government, and then the 
(yovernment routes the information out to the companies and permits 
them to effect a transaction. Is that what you are suggesting, that 
that would involve an intermediary step ? 

Mr. Coteman. It is more than that, Mr. McHugh. It is a matter 
of the Government would analyze the situation, and certainly they 











1016 EMERGENCY OIL LIFT PROGRAM 


would see some possibilities. They would route that out to the com- 
panies. The companies, if they were practical i in operating difficulties, 
would answer a specific question “Yes” or “No.” They would have 
to say no, if they were in operating difficulties. 

If, on the other hand, it is done in a committee with the companies 
present, they say, “No, we can’t do that, but here is another alterna- 
tive.” It would greatly limit that procedure, it would greatly limit 
the development of alternatives, and would not actually capitalize the 
resources and ingenuity of the industry in meeting an emergency 
situation. 

Mr. McHueu. Are you saying, then, that specific action under the 
plan of action pursuant to the voluntary oe of agreement could not 
ve taken unless the individual companies had the right to have access 
to the individual company information ? 

Mr. Coteman. It could have been taken, but you wouldn’t have 
developed nearly the possibilities to do the job. 

This movement, that was 325,000 barrels a day, came down in 
roughly 30 days’ time to half of that. Iam very happy to report that 
it is now 9,000 barrels a day. That is made available to Europe in an 
amount of oil roughly equivalent to 10 percent of their normal con- 
sumption, and if you saw, Mr. McHugh, the pain and struggle that 
that Supply and Distribution Committee goes through and ‘has gone 
through to get that movement, I think it would be very illuminating 
with respect to your question, and you are invited at any time, of 
course, to attend any of those meetings. 

Mr. McHvueu. Mr. Coleman, you described earlier that the com- 
panies had accepted these amendments of May 8 tothe voluntary agree- 
ment relating to foreign petroleum supply. These amendments con- 
tain the safeguards which Senator O’Mahoney has read from the At- 
iorney General’s committee report. 

I understand from your statement, however, that there was an un- 
derstanding that in the event of an emergency, something threatening 
national security, these requirements w ould be waived; is that correct / 

Mr. CoteMAn. Yes, sir. 

Mr. McHueu. You participated 

Mr, Coteman. That plan of action features would become operative. 

Mr. McHveu. The plan of action features would become operative. 
That meant, in substance, whenever the companies agreed to accept 
these restrictions with the understanding in the event any action was 
actually necessary, that those restrictions would be waived 

Mr. Coteman. We would have accepted it anyway, Mr. McHugh. 
We were reluctant to accept it because, for normal peacetime, under 
normal peacetime conditions, we realized that it would greatly hamper 
planning for defense purposes. 

That was enough—I micht say that it was a very difficult thing 
to hold that committee together. They were inclined to say, “Well, we 
just can’t function.” But we did say we would function under any 
circumstances that our Government wanted us to, but we wanted to 
make it clear, the fact, the extent, in our judgment, to which the effec- 
tiveness of the committee's work in helping to plan for national defense 
emergency would be impaired. 

Mr. McHveu. Is it true you accepted the restrictions of the May 
8 amendment with the understanding that as long as no action was 
contemplated, they would be binding upon you, but as soon as some 
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specific action was required, such as the plan of action that was 
necessitated August 10, then you would ask for a waiver of those 
restrictions ? 

Mr. Coteman. We wouldn’t ask if the Government would do it. 
We never asked for any waiver. We wouldn’t ask for it. 

Mr. McHven. But you indicated you could not operate without 
the waiver, is that correct ? 

Mr. Coteman. Couldn’t operate as effectively. 

Mr. McHvueun. In other words, is it safe to say, then, that the 
companies did accept the restrictions of May 8 as long as the only 
thing that was required is the furnishing of information; but as 
soon as some action has to be taken, then the companies would have 
recommended that these restrictions be waived ? 

Mr. Coteman. That would be up to the Government, Mr. McHugh. 
We have never recommended that the plan of action be established, 
either during the Iranian crisis or the Suez crisis. 

Mr. McHueu. In connection 

Mr. Coteman. That all comes from Government. I think I would 
like to make it perfectly clear, that when I have an opportunity to 
read my testimony, that we were completely under Government direc- 
tion. Agendasareset up by Government. All initiative with respect 
to our activity come through Government. We would not and do not 
recommend matters such as you have described. 

Mr. McHvueu. When Dr. Flemming recommended to the Attorney 
General that an emergency now existed so as to justify the waiver of 
some of these restrictions, wasn’t that based upon information brought 
to him by the companies that the situation was such that they could 
not operate under those restrictions ? 

Mr. Coreman. Not that I know of. The initiative, the first that 
I know about it, is that Mr. Stewart called me up and said he had 
received this letter, and it was in their judgment important that a 
plan of action be developed as promptly as possible. 

Mr. McHucu. What letter are you speaking of there? 

Mr. Coteman. The date, I think, was around August 31. I am 
not sure. 

Senator O’Manonry. Whose letter was it, and who signed it, and 
to whom was it addressed ? 

Mr. Coteman. It was a letter to Secretary of the Interior Seaton. 

Senator O’Manoney. From whom ? 

Mr. Coreman. Dr. Flemming. I believe the date was August 31— 
excuse me, July 31. That is the first intimation that I had that a 
plan of action was to be developed to meet the Suez crisis. It came 
from the Government. 

Senator O’Manonry. Was that not to meet the very explanation 
that you repeated to this committee here this morning, which in 
response to my questions you said you had made in previous confer- 
ences with the Government ? 

Mr. Coteman. Made in previous conferences with the Government. 

Senator O’Manonry. If I understood you correctly, Mr. Cole- 
man 

Mr. Coteman. That was on the amendments. 

Senator O’Manonry. Yes, the amendments. 

Mr. Coteman. That is right. 














1018 EMERGENCY OIL LIFT PROGRAM 


Senator O’Manonry. When I queried you about the three safe- 
guards which the Attorney General wanted to write in, your answer, 
in sum, was that you explained to Government officials that you 
couldn’t operate efficiently under those safeguards. 

Mr. Coteman. That is right. 

Senator O’Manoney. Is that not right? 

Mr. Coteman. Yes, sir. 

Senator O’Manonry. Whatever recommendation was made by Dr. 
Flemming in his letter was based upon the same argument that you 
made, was it not ? 

Mr. Coteman. The arguments we made there were with respect to 
planning during peacetime for military needs, Senator. We couldn’t 
have visualized anything with respect to an emergency such as we 
have now. 

Senator O’Manoney. Do I understand you, then, to mean in ex- 
plaining to the committee that you accepted these safeguards laid 
down by the Attorney General in his report of February 20, 1956, to 
the Banking and Currency Committee because at that time the Foreign 
Petroleum Supply Committee was operating before the Suez stop- 
page—— 

Mr. Coteman. Yes, sir. 

Senator O’Manoney (continuing). And that in your opinion, after 
the Suez stoppage, a new situation developed which required a change ? 

Mr. Coteman. That was Government’s opinion, Senator. 

Senator O’Manoney. Was it your opinion? 

Mr. Coteman. Well, I was sure that if Suez—this was sometime 
before, this was 2 or 3 months before it happened. Of course, every 
one of us realized that, should there be a stoppage at Suez 

Senator O’Mauonry. You were counting on that, were you not? 

Mr. Coteman. Counting upon it? 

Senator O’Manoney. Yes. 

Mr. Coteman. We were hoping, you think, we wanted Europe to 
go broke? 

Senator O’Manonery. Please don’t misunderstand me. What I 
meant was that you were foreseeing the possibilities of the stoppage. 

Mr. Coteman. Right. 

Senator O’Manoney. That is correct; is it not? 

Mr. Coteman. Everyone, the oilmen and everyone else. 

Senator O’Manonry. From the moment that Nasser nationalized 
the canal, you began to look for trouble ? 

Mr. Coteman. That is right. Everyone did. 

Senator O’Manoney. That is right. And so you were considering 
all during this time what should be done; is that not a fact? 

Mr. Coteman. That certainly—of course, everyone was—I might 
say, as far as it applies to me, I got in the office on that Monday, I 
guess it was, July 31. I had been out of the country and had been on 
the Andrea Doria, and transferred to the /le de France and came in 
that Thursday night, and I must admit I took Friday off, I didn’t 
go to work. 

Senator O’Manoney. I can understand that, sir. I spent most. of 
the night up, too, because I had a constituent on that vessel. 

Mr. Coteman. I want to point out that the nationalization, if I 
recollect correctly, was in the papers, I think, the next day after. 
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Senator O’Manonry. Would you come forward, please, Mr. Cole- 
man? J think the reporter is having a little difficulty. 

Mr. CoLteman. Yes, sir. 

The nationalization of Suez was reported in the papers, I believe, 
I am not sure, but it was either the day, or the day after that, I arrived 
back in this country, and so I was not in the office, my office, prior to 
Mr. Stewart’s call—was it on the following Monday—the following 
Monda 

I therefore could not have been in touch with Mr. Stewart or any- 
one else with respect. to this plan of action. He called me up and 
referred to this letter. Dr. Flemming said it was necessary to develop 
a plan of action promptly. He suggested that I ask the various 
lawyers of the companies comprising the Foreign Petroleum Supply 
Committee to promptly get together and draft a suggested plan of 
action which could be rev iewed by the Foreign Petroleum Supply 
Committee. 

That was the first intimation that I had of the Government’s think- 
ing in regard to the Suez situation. 

Senator O’Manoney. What was that date? 

Mr. Coteman. That was on Monday, July 31. 

Senator O’Manoney. Do you recall attending a meeting of the 
Middle East Emergency Committee on September 17, 1956, in New 
York? 

Mr. Hamitron. If you have no objection, I have a copy of the meet- 
ing to show Mr. Coleman. 

Senator O’Manonry. Minutes of meeting No. 3 of September 17. 
This apparently was a meeting called by Mr. Ralph S. Fowler, di- 
rector of the voluntary agreement. The companies represented were 
Standard Oil Company of New Jersey, Caltex Oil Products Co., Cities 
Service Co., Creole Petroleum Corp., Gulf Oil Corp., Socony Mobil 
Oil Co., Standard Oil Company of California, Standard-Vacuum, 
Texas Co., Tidewater Oil Co., Venezuelan Oil Co. 

On page 18: 


The Chairman— 


who is Mr. Coleman 
Mr. Coteman. Yes, sir. 
Senator O'Manonry (continuing) : 





stated that he had been informed that a meeting was to be held in Washington 
on September 19, and that it was anticipated that Dr. Arthur Flemming, Director 
of the Office of Defense Mobilization, Mr. Randolph Burgess, Under Secretary of 
the Treasury, and a representative from the Department of State would be 
present. 


Then skipping down to the middle of the next paragraph, there 
continues a report. of what you are reported to have said. 

Mr. Coteman. Yes, sir. 

Senator O’Manonery (continuing) : 

The problem of distributing the impact of a shutback in crude production 
among various countries of the Middle East and the problem of distributing 
the economic impact among the various companies and governments on an 
equitable basis with compensation for those companies and countries that 
would suffer most seriously from the redistribution of petroleum supplies. 

Do you recall that discussion ? 

Mr. Coteman. Yes; I recall that discussion. 
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Senator O’Manonry. Then on the next page, page 19, the second 
paragraph reads as follows: 


Discussion brought out that this solution raised many serious difficulties. 


_ That was the establishment by the United States Government of 
limitations on the imports of Middle East oil into the United States. 

The first was that the only authority in the Executive to take sueh action 
appeared to be that granted by section 1352 (a) of the Reciprocal Trade Agree- 
ments Act and that there was doubt whether that act would be applicable 
to this situation. The other difficulties noted were that such action would not 
affect receipts of the Middle East oil by South America or Canada; that it 
would provide no means for compensating importers for large economic losses 
involved in the substitution of other crudes for Middle East crude; and that it 
would cause serious economic loss and serious adverse political reaction in the 


Middle East. 

Is that a correct report of your views at that time ? 

Mr. CotEeman. This is simply discussion. 

Senator O’Manoney. Is it a correct report ? 

Mr. Coteman. It is a correct report, as far as I know, of what hap- 
pened at that meeting. 

Senator O’Manonry. So it appears that economic loss and political 
reaction both were subjects of this discussion. 

Mr. Coteman. Yes, sir. 

If I may just for a moment, Senator, interrupt. 

Senator O’Manoney. Certainly. 

Mr. Coteman. We all realized that these factors were comyietely 
outside of the scope of the Committee, but nevertheless we felt that 
inasmuch as we had by that time made certain statistical studies as 
to what would happen in the event of loss of Suez, for example, which 
indicated, and as my testimony will bring out, that if we could get 
certain estimated quantities from the Western Hemisphere, that the 
loss of Suez could be compensated, we were fearful and there were 
indications that these studies had been interpreted such that if Suez 
were lost, all you had to do is push a button and everything was all 
right. 

Senator O’Manoney. In other words, while it was outside the scope 
of the Committee, it was inevitable, under the situation, that these 
factors should be discussed ? 

Mr. Coteman. Called to the Government’s attention, sir, and that 
was the purpose of this, and we subsequently had a meeting 

Senator O’Manoney. I do not have the slightest doubt about that. 
It was inevitable, it seems tome. You were members of the Commit- 
tee, you were oil corporations engaged in foreign commerce. It was 
a tremendously complex problem. It affected your economics, profit 
and loss arrangements. It affected political arrangements in the 
Middle East, too. And naturally, when you got together, you could 
not help discussing it. 

Mr. Coteman. I didn’t quite finish, sir, what I had to say. 

Senator O’Manoney. All right. 

Mr. Coteman. We were fearful that a wrong impression and false 
optimism would be created as a result of these statistical reports, 
and we felt that we should point out to Government, factors beyond 
the scope of our committee—we all recognized that—that should be 
called to the attention of Government so there wouldn’t be any false 
optimism. 
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Senator O’Manonry. There were no Government representatives 
at this meeting. 

Mr. Coteman. Certainly. 

Senator O’Manoney. That is not my understanding. I think they 
were at the next meeting. The minutes of meeting “No. 4— 

Mr. Coteman. Mr. R. S. Fowler, director of the “voluntary agree- 
ment; Mr. Charles E. Gately, representative for the Administrator. 

Senator O’Mauonry. The two Government representatives, I find 
here, are Fowler and Gately. 

Mr. Coreman. That is right. 

Senator O’Manonery. On the other hand, we have the corporations 
that I read. Then the Middle East Emergency Committee staff, 
A. G. Ma M. Furcht, Fowler Hamilton, Watt H. Denison, Jr., 
‘se Mallory, Jr. They were employees of the MEEC? 

Mr. Coteman. That is right. 

Senator O’MaHonry. By designation of the Administrator or Di- 
rector, L. A. Astley-Bell, J. Anderson, who represented the British 
Oil Advisory Committee 

Mr. Coteman. That is right. 

Senator O’Manoney (continuing). And then A. Gregory, of the 
British Oil Advisory Committee; H. van den Perre, of the Cie Fran- 

caise des Petroles; J. A. Cogan, ‘Standard Oil of New Jer sey; N. J. 

Campbell, Jr., Standard Oil Company of New Jersey; A. E. Van 
Dusen, Caltex Oil Products Co.; W. L. King, Socony Mobil Oil 
Co., Inc.; S. J. Kennedy of Socony ; F. L. Scofield, Gulf Oil Corp. 

Then pursuant to section 3 (h) of the plan of action: A. C. Ingra- 
ham, alternate for the Middle East Emergency Committee—and 
Mr. Ingraham 

Mr. Coteman. Socony Oil. 

Senator O’Manonry. He is Socony Oil. S. C. Harper, Refining 
Subcommittee; C. M. Case, A. Neilson, Tanker Transportation Sub- 
committee, and all of these were not Government employees. 

So the two Government men, Fowler and Gately, were almost lost 
in this group representing the oil companies. 

Mr. Coteman. Usually there are so many Government people 
there, Senator, that you can’t move without bumping into them. 

Senator O’Manonry. This was quite the reverse. 

Mr. Coreman. If I might just go a little further into this. 

Senator O’Manonery. May I read the next paragraph from this 
minute before you do, and then I will give you the floor. 

Mr. Coteman. Certainly. 

Senator O’Manonry. I am reading now from the bottom of 
page 19: 








Nearly all of the members expressed the view that individual economic interest 
would’ cause the suppliers: to discontinue Middle East imports to the United 
States east coast to the fullest extent possible, since the long haul, Persian Gulf 
via the Cape, would result in practically a zero net back on the crude imported 
and that there would be great pressure to use the tankers on the shorter haul 
from the United States gulf to Caribbean to Europe. Several of the members 
also expressed the view that it might be possible for the individual suppliers 
to work out with their respective importers, arrangements for the discontin- 
uance of Middle East imports under their contracts. 


Then in the next paragraph there is this allusion to the matter : 


After discussion, it was the sense of the committee that the committee should 
recommend to the Administrator in connection with the problem of discontinuing 
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imports to the United States from the Middle East that no Government action 
be taken at this time and that the problem be left to be resolved by the economics 
of the situation. 

Was that recommendation made? 

Mr. Coreman. Yes, sir; that comes up at the meeting 2 days later 
in Washington. 

Senator O’Manonry. Yes. So there was a recommendation from 
the oil companies to the Government as to how the thing should be 
handled. 

Mr. Coteman. The minutes will disclose that here, exactly what 
was done in that connection, Senator. I mean if you want to go ahead 
on that. The point was specifically discussed, and I am sure it is 
recorded, Senator. I am sorry to take so much time. 

Here is what actually was recommended to the Government. I am 
reading from the minutes of the meeting in Washington. 

Senator O’Manonry. What page? 

Mr. Coteman. On page 7, sir, the bottom of page 7. 

Senator O’Manoney. Minutes of what meeting? 

Mr. Hamizron. No.4. That was 2 days later. 

Mr. Coreman. “One of the members pointed out that one of the 
factors”—I am sorry, you will have to go back further. On page 7, 
sir: 

With respect to the discontinuance of United States imports from the Middle 
Hast, he stated— 


I was speaking— 


that it was recognized that from the point of view of maximum utilization of 
tanker capacities this would be the most helpful step in meeting the situation 
because it would release the largest number of tankers from a long haul to be 
available for shorter hauls. He stated that the committee had considered the 
possibility that Government action might be required in the form of an embargo 
on Middle Eastern oil in order to bring into operation the force majeure clauses 
of the supply contracts. However, he stated that it was the view of the 
committee— 


not a recommendation— 


the view of the committee that the higher tanker rates in addition to the long 
haul around the Cape would make the movement so expensive that the net back 
value of any crude hauled on such a movement would be zero and that economic 
pressures would cause the suppliers to do everything possible to eliminate 
these movements. He pointed out, on the other hand, that the discontinuance 
of such movements would have different effects on supplier, purchaser, and 
user— 


that means user of tankers— 


and that it would be necessary to work out individual arrangements between 
the buyer, the seller and the transporter under supply contracts to try to discon- 
tinue such movements. He stated that it was the final view of the committee 
that it was best to leave this matter to economic forces, and that each company 
should individually analyze its contracts to see what could be done, but that 
there might be cases where this could not be worked out between the parties and 
some assistance from the Government might be necessary. 


Senator O’Manonery. That was a restatement of the view expressed 
in the earlier meeting, that the plan should be left to economic forces. 

Mr. Coteman. For the time being, until we saw what developed. 

Senator O’MaAnonry. That phrase “for the time being” was not in 
the document. 


- ut Ch eee ee ame ae ee Ue ae 
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Now I call your attention to page 9 in the same document from 
which you were reading. That is the second paragraph: 


The Chairman— 
That was Mr. Coleman— 


The Chairman next discussed possible solutions of the various economic 
problems raised by a stoppage of movements through the Suez Canal. He 
stated that it was the view of the committee that it would be expected that any 
tankers released from the Middle East to United States east coast movement 
would be used on the more profitable United States gulf to Caribbean to Europe 
movement rather than around the Cape, which would be the movement desired 
if Europe’s requirements were to be met. However, he stated that under such 
circumstances the tanker rates would skyrocket so that the added cost to Eu- 
rope would be tremendous, not only in total but also in dollar component. He 
stated that the committee had considered the possibility of Government control 
such as that exercised during World War II, but he pointed out that the cir- 
cumstances were quite different.in that at that time the United States and 
British Governments had requisitioned most of the tankers and all of the 
governments concerned had joined in a navicert system under which they 
refused bunkers except to tankers that charged the rates set by the governments. 
He stated that it was the view of the committee that this system might not be 
so successful at the present time since some foreign countries might not be 
willing to join in the system and there might be considerable evasion of such 
a system. 

You recognize that report, sir? 

Mr. Coteman. Yes, sir; exactly what I said. 

Senator O’Manoney. In the light of what is on the Floor of the 
Senate now, a resolution which is intended to grant approval to the 
President’s use of Armed Forces in the Middle East, and to grant ap- 
proval also to the expenditure by him of $200 million for Middle Kast 
aid without any of the limitations imposed by the Mutual Security 
Act, do you not think that it would be most advisable for us, as a Con- 
gress, now to step forward with the control of the tankers, which 
was so necessary in World War IJ, in the light of the fact that nobody 
can predict what will be the events of the next 12 months? 

It may be stated that the committee has carried out a wonderful 
oil-lift program to Europe, but that by no means settles the problem 
which confronts the Government of the United States. As you have 
said, I think, or intended to say, the oil companies want to help 
serve in the emergency, and they are thinking not of the profit par- 
ticularly, but they are thinking of the needs of the situation. 

Now, the skyrocketing of tanker rates which you predicted in this 
meeting has taken place, has it not? 

Mr. Coteman. It has increased very substantially. 

Senator O’Manonry. Very substantially. That has resulted in in- 
creasing the cost of this oil to our allies in Europe, has it not ? 

Mr. Coneman. Yes. 

Senator O’Manonry. You answer in the affirmative ? 

Mr. Coteman. Yes, sir. Certainly. 

Senator O’Manonry. I want to get it on the record. 

Mr. Coteman. The answer is so obvious, Senator. 

Senator O’Manonry. Certainly. 

So that raises this question: Since it is in the interest of the Gov- 
ernment and of all the people and all the corporations of the United 
States that the cost of Government be kept down, and since Admiral 
Lattu, the officer who has charge of the purchase of petroleum and 
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petroleum products for the Armed Services, has testified before this 
committee that the increases which have taken place in products 
already will add $84,700,000 in the next 12 months to the cost of the 
Government for oil, do you not think that it might be wise for Con- 
gress to think of urging all the governments involved to take over 
the means of transporting this oil, which is the only way in which the 
oil can be delivered where it is needed ? 
‘Mr. Goreman. On a-permanent basis? 

Senator O’Manonery. Not on a permanent basis, but during the 
same emergency for which the President wants the right to send the 
armed services abroad and wants the opportunity to spend $200 million 
without limitation, bearing in mind that the President in his message 
of January 5 told the Congress that he would ask for $200 million 
immediately, for this fiscal year, which will end on June 30, $200 
million for the fiscal year ending June 30, 1958, and $200 million for 
the fiscal year ending in 1959, this indicating, as I see it, that the 
President. believes that he cannot see the end of this critical period 
for 3. years. 

Can we not save money, and can we not handle more efficiently the 
problem that is before us, with the cooperation of the oil companies, 
if we move as we moved in World War IT, when you were one of the 
advisers ¢ 

Mr. CoLemaAn. Senator, you said I might just resume where I was 
speaking, because I would like to finish that point, and then come back 
to the question that you have asked me. 

Senator O’Manoney. Certainly. 

Mr. Coteman. I was saying, | believe, at that time that we were 
concerned about an undue impression of. false optimism, and that we 
were anxious that the Government be aware of all of these factors 
that we have gone into, and which I mentioned also in my testimony, 
and which were outside of the scope of the committee. 

Certainly the solution was outside the scope of the committee, but 
we felt it our duty to call attention to—to call our Government’s at- 
tention to those factors. 

You emphasized in reading on page 9 the profitable United States 
movement around the Cape. In this same document there is an esti- 
mate made that only 30 percent of the world’s tanker fleet is owned 
by oil companies. This 9,000 barrels a day remaining on this east 
coast movement which goes right into the United States gulf, that 
is coals to Newcastle. 

Senator O’Manoney. Of course, we are all very well aware that—— 
- Mr. Coteman. It is a Greek shipowner. 

Senator O’Manoney (continuing). That many of the tankers which 
the United States built during World War II were sold under the 
Disposal Act, and they fell into the hands of foreign-flag owners. 

Mr. Coteman. Yes. 

Senator O’Manonry. I am happy to say right here that when that 
was up, I spoke and voted against the sale, because I was fearful that 
the time would come when our Government would again need those 
tankers. 

Mr. Coteman. You have asked me for an opinion as to whether, 
under the indicated emergency, as you indicate, for 3 years, be- 
cause it is the request for funds for 3 years, that all tanker rates 
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should be frozen. Of course, it would have to be frozen on a world- 
wide basis. 

It would be impossible, of course, if only United States-flag tank- 
ers were frozen, because virtually all of those are used in the United 
States coastwise service, so it would mean that all of the nations of 
the world which have tankers operating under their flags would have 
to get together and freeze these rates, which would be something cer- 
tainly out of the scope-of my competence. 

But I only point out that certainly there would be many difficulties 
in effectuating such a thing. 

This is certainly outside of any bearing on the Middle East Emer- 
gency Committee. You are simply asking my opinion as an indi- 
vidual, as I understand it, sir. 

Senator O’Manoney. Oh, yes. 

Mr. Coteman. As to whether or not, in view 

Senator O’Manonry. As an individual and expert technician who 
served during the period when this policy was followed. 

Mr. Coteman. Yes, sir. 

During actual war, I certainly feel that during wartime—on the 
question of controls in general, Senator, Government controls, I think 
all.of us recognize that they are only justified by emergency needs, 
and that a far better basis of operation is under free competitive 
enterprise, is without controls, and let the normal economic forces of 
supply and demand control. 

Certainly under war conditions, everything in short supply, it is 
absolutely essential to have controls; and when you have controls in 
short supply, you have allocations, and that is a tremendous -cen- 
tralized Government operation. 

I would be very reluctant to advocate, in view of the pending emer- 
gency, accepting your figures for 3 years, that all world tanker rates 
would be controlled. You cannot control one segment of the oil 
industry, and I imagine it applies more or less to other industries, 
you cannot control one segment of it without controlling all of it. 

Senator O’Manonegy. That was precisely the reason why, back in 
November 1956, I took this matter up with the State Department and 
the Interior Department and the Department of Justice, and pro- 
tested against turning this program over to the 15 major companies 
engaged in foreign commerce as well as in domestic commerce, and 
why I advocated the representation upon the committee of other 
segments of the petroleum industry, particularly the domestic por- 
tion, which feels that it is being victimized by monopolistic pressures. 

Mr. CoLEMAN. Senator, we would be very glad 

Senator O’Manoney. I am not trying that case. 

Mr. Coteman. We would have been very glad at any time to have 
any segment of the industry represented on our committee. I think 
we were anxious and willing that everyone knew exactly what we were 
doing. We were certainly busy. 

That is one of the reasons that we welcomed this opportunity to 
tell the whole story. And if in the future I have an opportunity 
to read my statement [laughter], I think the question, the point that 
you bring up 

Senator Witry. You mean 30 days from now, sir? 

Mr. Coteman. I will be glad to stay that long if it takes that long 
to get that thing clearly before you. 
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The point you raise about turning this over to the 15 oil yee 1 
is clearly taken care of. This was not turned over to the 15 oil com- 
panies. We are acting purely as an advisory group, carrying out 
our Government’s wishes, , 

Our Government is there at every meeting, constant consultation. 
They know exactly what has happened. This is a job that we were 
asked ‘to do, and we are doing it to the best of our ability. 

It is a purely physical supply job. You have got so many ships 
in the world, you have lost the closest waterways and a large volume of 
oil. Our job is to try to find the best way to rearrange those ships 
so that there will be a minimum impact on Europe. 

That is what we regard as our job, that is what is taking up our 
full time, and it will be brought out more clearly in my testimony, 
sir. 

Mr. McHveu. Mr. Coleman, with reference to the tanker rates 
referred to in the minutes, has the Standard Oil Co. profited by the 
increase in tanker rates resulting from the Suez crisis 

Mr. Coteman. We have complete data on that, Mr. McHugh, and 
Mr. Rathbone, if you wish, of would be very glad to help you. 

Mr. McHueu. Perhaps Mr. Rathbone may answer that. 

Senator Keravuver. Mr. Chairman, may I ask, did the MEEC do 
anything to try to keep the tanker rates from being raised? Did you 
take any action or make any effort ? 

Mr. CotemMan. Senator Kefauver, as I said, our job is purely that 
of physical supply. It was up, of course. None of the companies 
wanted to see them skyrocket, as the expression was used there. We 
realized the impact on Europe. 

It was pointed out to Government, the Government was given the 
benefit of the Committee’s experience with previous methods of con- 
trol, and so forth, for whatever action they might think necessary. 

Senator Kerauver. Did the Government ask or make any effort to 

revent Standard Oil, for instance, from increasing tanker rates? 

id they ask you not to increase tanker rates ? 

Mr. Coreman. Mr. Rathbone will answer that. 

Mr. Rarusone. Mr. Chairman, might I help a little bit on this 
problem ¢ 

Senator O’Manoney. Certainly. 

Mr. Ratrusone. I would like to explain what the actions are of 
the Jersey company and affiliates with respect to tanker rates. 

Senator Keravver. I just wanted an answer to the simple question 
of whether the Government asked you not to raise tanker rates. 

Mr. Rarusone. Well, sir, the Government did not ask us to raise 
tanker rates, but I would like to explain 

Senator Keravver. I am not asking you did they ask you to raise 
rates. Did they ask you not to raise tanker rates ? 

Mr. Ratusone. I say they didn’t ask us not to. 

Senator Kerauver. Did they ask you not to raise the price of oil? 

Mr. Rarueone. No, sir. 

If I might, I think it might be very helpful 








Senator O’Manoney. Will you identify yourself for the record ? 
Mr. Rarusonr. Yes. I am M. J. Rathbone, president of Standard 
Oil Company of New Jersey. 
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I want to explain the method by which tanker rates have been 
handled during this Suez emergency. __ 

The great majority of our foreign affiliates own or have under long- 
term charter a high percentage of their tanker tonnage requirements. 
It probably amounts, for the Western European affiliates, to some- 
thing in the order of 90 percent. These are tankers which they either 
own directly themselves or have under long-term charters ranging 
from 3 to something like 7 years, and of course the rates under those 
long-term charters are fixed by the term of the charter, so that they 
do not vary during the term of the charter. 

With respect to the basis upon which the owned ships and long-term 
charter ships are charged to the customer, the rates are established 
for these two categories of ships on a quarterly basis by three London 
brokers who are very expert in the business. The London brokers 
determine on a quarterly basis what, in their opinion, the average 
worldwide long-term charter rate is at that particular time. 

For example, in the last quarter of 1956, October, November, and 
December, these three London brokers—who are independent brokers 
and, as I say, are very experienced and reputable brokers in the world 
tanker brokerage business— determined that as of that time, and that 
was in September, that the average long-term charter rate on a world- 
wide basis—and by that I mean they take into consideration all of the 
charters of which they have any knowledge or record, all over the 
world, long-term charters—weighted out, averaged about so much. 
I don’t know what the figure is at the moment, but it is easily supplied 
if you would like to have it. And that rate determined by these three 
London brokers was used by our foreign affiliates for all of the tanker 
movements that they made in their own ships and in their long-term 
charter ships for the last quarter of 1956. 


Senator O’Manoney. You refer to them, Mr. Rathbone, as London 
brokers ! 


Mr. Rarueone. That is right. 

Senator O’Manonery. Were they British brokers? 

Mr. Ratrueone. British brokers. 

Senator O’Manonpy, British citizens? 

Mr. Rarueone. British citizens; yes, sir. 

Senator O’Manonry. As British citizens, they were to some degree 
under the superivision of the Government of Great Britain? 

Mr. Rarugone. I can’t say with respect to how much supervision of 
the Government there is over them. I can only say this: that they 
are people such as Clarkson, who are known throughout the world 
as being major factors and highl experienced people in the deter- 
mination of what is the going tanker rate. And, as I say, they make 
this determination on a quarterly basis, so that the ships that our 
foreign affiliates used during the last part of 1956 were c arged, the 
freight was charged on the basis of this London award. 

The remaining portion of their tonnage which they needed in order 
to move the oil that they had to move for their customers, amounting, 
as I say, to probably something like 10 percent in the last quarter, 


were chartered on spot rates, chartered from whomever had a ship to 
make one voyage. 


You will understand that a spot ch 
for one voyage from A to B,a 


90507—57—pt. 2——-13 


arter is a charter made by a shi 
nd the rate which is established there is 
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the rate that is established by the charterers of ships on spot charter 
rates. The people who have such ships and who make such charters, 
by and large are almost entirely foreigners, and they are people who 
have ships for that particular purpose. 

That is the rate which has skyrocketed. 

The spot charter rate in the last quarter of 1956 went up from 
something in the order of 25 percent above USMC, which I will ex- 
plain in a moment, if you like, to 225 percent of USMC. This is for 
spot charter ships. 

Mr. Coreman. Excuse me. It is a hundred plus 225. 

Mr. Rarusonzg. I thought I made that clear. 

Senator Kerauver. USMC is United States Maritime—— 

Mr. Rarusone. USMC plus 225 percent, which means 325 percent 
of the USMC rate. The plus is 225. 

Mr. McHvueu. Mr. Rathbone, I wonder if, going back again to the 
manner in which the rates are set or fixed by these three London 
brokers, you can tell us how much that rate, if any, has increased 
since Suez ? 

Mr. Rarusone. Well, as I say, for the last quarter of 1956, that 
rate was the same for all 3 months. There has been a new award 
effective January 1 for the first quarter of this year. That award 
has gone up, I mean that appraised rate of the London brokers has 
gone up. I can give you the exact figures, although I do not have 
them in mind. 

Mr. McHuen. Can you tell us approximately how much it has 
gone up? 

Mr. Rarueone. It has gone up nothing like these figures I am talk- 
ing about. It is probably something in the order of 30 percent instead 
of 350. 

Mr. McHveu. Thirty-percent increase over the last quarter? 

Mr. Ratueone. I would like to confirm that figure to you, because 
I do not have it in mind, except in a general way, but it has gone up, 
there is no doubt of that. 

Senator O’Manoney. But over the last quarter ? 

Mr. Ratnrone. No, sir, the first quarter of this year. The last 
quarter, the rate that was charged for the owned and long-term char- 
ter ships remained constant through October, November, and De- 
cember; there was no increase. 

Mr. McHven. Was that rate for 1956 an increase over the previous 
quarter ? 

Mr. Rarnrone. I don’t know. I can’t tell you. I can supply the 
information, but I don’t know. It likely was a small increase. 

Senator O’Manonry. But, Mr. Rathbone, you had no hesitancy in 
saying that the tanker rate had skyrocketed for these 

Mr. Rarnronr. Spot charters. 

Senator O’Manonry. Spot charters. 

Mr. Rarupone. Yes, sir. 

Senator O’Manonry. About 325 percent. Then you said that the 
first quarter of this year there was a 30 percent increase, but I am 
not clear whether you were referring still to spot charters or to—— 

Mr. Ratrnronr. No, sir; I am not. 

Senator O’Manonry. You are not? 





a. — -_ 
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Mr. Rarupone. I am referring to the London award rate, the Lon- 
don award rate for the first quarter of this year. 

Senator O’Manoney. This increase for the London award rate 
was for what base ¢ 

Mr. Rarueone. For the base in effect the last quarter. 

Senator O’Manoney. You do not know what that base was? 

Mr. Ratrueone. No, sir, I haven’t it in mind, but I can readily 
get it. I will supply it for the record. 

Senator O’Manonry. Thank you. 

Mr. McHvueu. Can you tell us in what way the London award rate 
is affected by the spot charter rate ? 

Mr. Ratupone. None at all. There is no effect of spot charter in 
the London award rate. It is the evaluation of these three brokers of 
what the going long-term charters are, and long-term charters, as I say, 
are from 3 to7 years, normally. 

Senator Kerauver. Mr. Rathbone, Standard of New Jersey and 
other companies raised their rates according to the London award rate,, 
is that what you mean 

Mr. Rarupone. Yes. 

Senator Kerauver. Thirty percent for the last quarter ? 

Mr. Ratusrone. For this current quarter. I haven’t quite finished 
my explanation. 

Insofar as the amount of tonnage that was chartered on a spot 
charter basis is concerned, those costs were passed along by the charter- 
ing company to the consuming company on exactly the amount of the 
cost. In other words, they just made the spot charters and passed 
them along, and those spot dhasters represent, certainly represent, in 
the last quarter of last year, almost the entire increase in cost, transpor- 
tation cost, of getting oil to Europe. Because, as I say, as far as we are 
concerned, [ am speaking of, the long-term and owned ships were on 
a flat rate during that quarter. 

I think that clears up to some extent the general impression that 
seems to have existed rather widely, that the rates of the oil companies 
themselves have skyrocketed. They have not. They have only sky- 
rocketed to the extent we have to buy the spot charter tonnage on 
the open market, and those have skyrocketed, and we have had to pay 
very much higher rates for those. 

And I would like to say, Senator, that as far as I am concerned, 
if there were any feasible way in which there could be some restraint. 
on those kind of rates under emergency conditions, I think it would! 
be a very desirable thing. 

Frankly, I don’t know how it can be done, These are foreign-flag 
ships owned by a multitude of different countries, citizens of different 
countries. Every time you havea transportation emergency, the same 
thing has happened, within my recollection, and I think it is not a very 
desirable thing to have happened, and yet I do not know of any way in 
which it can be corrected. 

Senator O’Manonry. I am glad to note that the president of the 
Standard Oil of New Jersey has joined the multitude of our con- 
stituents in complaining about high prices. [Laughter. ] 

Senator Krrauver. Mr. Rathbone, while you are talking about 
tanker rates, Europe had to absorb the skyrocketing of the outside 
spot charters last fall. Now they are having to absorb that 30 percent 
increase in your rates this quarter. Is one of the exemptions under 
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this antitrust law that you can load the ships with larger cargoes, 
greeter tonnage, so that you are not only getting a 30 percent increase 
ut you are also able to carry more oil in your tankers? 

Mr. Rarueone. Well, as you probably know, Senator, there is an 
international agreement with relation to the load line on ships, and 
that can only be changed by an agreement, I mean an agreement to 
change, on the part of all of the participating members, the inter- 
national members, States, of this international load line agreement, 
and that has been changed in many cases in the past. 

It has been changed in some respects now. I am not quite sure 
as to how extensive the change has been. I believe that it is in effect. 

Mr. Coreman. I can supply that information. 

Senator Keravuver. About how much more? 

Mr. Rarneone. About 3 percent, roughly. About 3 percent is the 
maximum that you can get out of changing, deepening the load line. 

Mr. Coteman. Senator Kefauver, if I might supply some informa- 
tion on that. 

We have only been able to secure that with respect to American-flag 
ships. With respect to foreign-flag ships, there has been a tremendous 
effort to do it, but it required the agreement, and it is almost like 
passing a treaty, and two of the signatories to that agreement are 
Russia and Egypt. 

Senator Keravuver. But it has been increased, though? 

Mr. Ratusone. American flags. 

Mr. Coteman. Only American flags; there has been no increase in 
foreign. 

Senator Keravuver. What is the justification for the 30 percent in- 
crease, by Standard Oil of New Jersey? Is that based on increased 
cost of running the tankers? 

Mr. Ratusone. No, sir, it is based on the market for long-term 
charters having increased during the period from September to De- 
cember. 

Senator Keravver. There is no compulsion that vou go along with 
that, is there? 

Mr. Rarupone. Well, except that the chances are that we have to 
pay that increased cost on the long-term charters. 

Senator Keravver. I am talking about your own. How much of 
your oil do you carry in your own tankers? 

Mr. Ratnueone. You mean our own, the ones we own physically, 
or the ones on which we have long-term charters ? 

Senator Kerauver. The ones that you own physically. 

Mr. Ratrusone. Well, I think that figure is probably, my associate 
tells me, about 35 percent. 

Senator O’Manoney. Senator Kefauver, may I interrupt, off the 
record ? 

(Discussion off the record.) 

Senator O’Manoney. Now proceed, Senator Kefauver. 

Senator Keravuver. My question was, there wasn’t any compulsion 
to require you, on the 35 percent that you raised the tanker rate, any 
cost justification ? 

Mr. Rarnsone. I think there is a cost justification to some extent; 
yes, sir. 
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Senator Keravuver. You raised it because the others were raising 
theirs, is that correct ? 

Mr. Rarugone. No, sir. This basis which we use is entirely a per- 
sonalized basis of our own, and has no relation to what other a 
do. I can’t tell you what all others have done, but I can tell you that 
many of them have done a great deal more. 

I say that is a conservative—— 

Senator Kreravuver. But you raised yours the same percentage that 
the London award rate was increased, did you not ? 

Mr. Rarugone. That is the determination they make for us. 

Senator Krrauver. I know, but I am talking about your own 
tankers, in which you haul 35 percent, in which you now are haulin 
more oil per tanker than you were before. What was the cost justi- 
fication for your own increase of 30 percent on your own tankers in 
which you haul 35 percent of your own oil ? 

Mr. RaTHBONE. f can’t give you the exact figures, sir. There have 
been some cost increases in utilization of oil tankers. As to whether 
it amounts to 30 percent or not, I have no idea. 

Senator Neety. Mr. Chairman, please let me contribute a few ob- 
servations and questions to what now appears to be an endless pro- 
legomena that is preventing the witness from presenting his prepared 
testimony. 

Mr. Coleman, as vice president of the Standard Oil Company of 
New Jersey, and president of the Middle East Emergency Commit- 
tee, do you consider the latter a governmental or a private instrumen- 
tality, or agency ¢ 

Mr. Coteman. A governmental agency. 

Senator Neety. We are in complete agreement on that point. 

Are you familiar with the President’s so-called National Security 
Council ? 

Mr. Coreman. I know in general, sir. I couldn’t name you all of 
the present members. 

Senator Nery. Have any of the members of that Council partici- 
pated in the making of the decisions you have rendered, or in the 
meetings you have held regarding the importation of foreign oil? 

Mr. Coteman. Importation of foreign oil? 

Senator Neety. Yes. I am particularly interested in ascertaining 
whether the distinguished Secretary of the Treasury, Mr. Humphrey, 
who is a member of the Security Council, has, to your knowledge, 
either in person or by proxy attended any of the Middle East Emer- 
gency Committee meetings. 

Mr. Coreman. No, sir; he has never attended any meetings that 
we have held. 

Dr. Flemming, of course, is a member, and Dr. Flemming has sat 
in a number of our meetings. I don’t recall specifically whether the 
imports question was discussed at that time. The record of the min- 
utes will show. 

Senator O’Manoney. Mr. Burgess, the Under Secretary, has par- 
ticipated in some of them. 

Mr. Coteman. In one meeting, this one we were discussing, this 
meeting of the 19th, he was there in connection with the possible finan- 
cial impact on Europe of this potential crisis. 
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Senator Neety. Was Mr. Burgess representing the Secretary of the 
‘Treasury at that time? 

Senator O’Manonry. Yes. 

Senator Neety. Are you aware of the fact that according to the 
Moody Industrial Manual for 1956 the M. A. Hanna Co. is listed as 
owning 160,752 shares of the common stock of the Standard Oil Com- 
pany of New J ersey, which was recently split ¥ for 1—and which 

as a present market value of more than $24 million ? 

Do you know whether the present value of the shares of the com- 
mon stock in the Standard Oil Company of New Jersey held by the 
M. A. Hanna Co. is approximately as indicated in the preceding 
question ¢ 

Mr. Coreman. I think Mr. Rathbone could answer that. 

Mr. Rarueone. Sir, all I can do is simple arithmetic. I believe 
you said it was 400,000 shares, approximately. 

Senator Nrgry. Yes, sir. 

Mr. Rarueone. The present price of the stock is about $55 a share 
so I think it would make it in the order of $200 million. 

Senator Nrery. With due appreciation of Mr. Rathbone’s liberality 
m making his computation so favorable to my objective, please tell 
us, if you can, whether it is true, as stated in ‘Moody’ s Manual, that 
the M. A. Hanna Co. also owns 187,500 shares of the common stock 
of the Seaboard Oil Co., which is reported to have a present market 
value of more than $10 million. 

Mr. Coreman. I am just not close enough to the stock market to 
know. I don’t know what Seaboard is selling at. 

Senator Neety. Are you aware of the fact that the Texas Co., one 
3 the large oil importers, owns 323149) percent of the Seaboard 

i] Co.? 

Mr. Coteman. I was not aware of that. 

Senator Neety. Are you aware of the fact that the Seaboard Oil 
Co. is engaged in the production of oil in Venezuela and the Carib- 
bean ? 

Mr. Coreman. I have that general impression; if you would ask 
me that question, I really couldn’t be sure. 

Senator Nerxy. According to my calculations, the M. A. Hanna Co. 
has stock in oil importing companies worth, all told, approximately 
$35 million. 

In my opinion, it is a matter of almost common knowledge that 
the Secretary of the Treasury, Mr. Humphrey, and other members of 
his family are not only highly important personalities, but probably 
the dominating ones, in the M. A. Hanna Co.’s farflung industrial 
empire. 

Secretary Humphrey testified before the Senate Finance Committee, 
when it was considering his confirmation for the office he now holds, 
as follows: 

My securities which I expect to retain consist now and have always consisted 
almost entirely of common stocks of four companies with whose management I 
was associated. These are the M. A. Hanna Co., Hanna Coal & Ore Corp., 
National Steel Corp., and Pittsburgh Consolidation Coal Co. 

The Hanna Coal & Ore Corp. is now a part of the Pittsburgh Con- 
solidation Coal Co. 
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Manifestly, Secretary Humphrey has an interest of colossal value 
in the Standard Oil Company of New Jersey and apparently also in 
the Seaboard Oil Co. 

Mr. Chairman, it seems to me that if Secretary Humphrey should 
participate in the making of decisions by the Middle East Emergency 
Committee relative to oil importations, he, as well as the witness, 
would be face to face with a conflict of interest in the performance of 
their duty. 

Unfortunately, Secretary Humphrey and the witness are in the 
unhappy situation of the famous fictitious characters, Dr. Jekyll and 
Mr. Hyde. Dr. Jekyll, it will be recalled, was an eminent and a 
praiseworthy man. He devised a method by which he could, at will, 
transform himself into a villain—Mr. Hyde—and later back into the 
popular physician. As Mr. Hyde he committed crimes, including 
murder. When he found it impossible to return to the person of Dr. 
Jekyll, he committed suicide in despair. Certainly we do not want 
the witness or anyone else to commit suicide. But we do want those 
in authority to enforce the law, as amended in 1955, against the giant 
companies which are flooding the country with imported oil. 

In the circumstances, the public should know to what extent, if 
any, Mr. Humphrey who, in my opinion, is one of the world’s most 
powerful figures, is involved in the important matter now before this 
subcommittee. 

Mr. Chairman, by reason of that feeling, I move that Secretary 
Humphrey be requested to appear before us for questioning at an 
early date. 

Senator O’Manonery. The request of the Senator will be taken un- 
der consideration by the full committee. 

Senator Neery. Thank you. 

Mr. Coteman. May I offer a comment ? 

Senator O’Manoney. Certainly. 

Mr. Coteman. Senator Neely was asking me a question. As the 
questions brought out, Secretary Humphrey has never attended a 
meeting or any meetings of our committee or subcommittees. Mr. 
Burgess’ presence at this meeting was entirely in connection with the 
economic impact of this potential crisis that had not occurred at that 
time, Senator Neely, on Europe. It had nothing to do with imports. 

I myself do not know Mr. Humphrey, so I am not in a position to 
express a position on who is Dr. Jekyll and who is Mr. Hyde. 

Senator Neery. Please be assured that, in my opinion, you and 
Mr. Humphrey are important, influential men and that you both, in 
all probability, act in accordance with your conscience as well as your 
judgment. But on the assumption that Secretary Humphrey has had 
something to do with our policies concerning Middle Eastern oil, 
you and he both may be compelled to play a double role. 

Mr. Coreman. I can assure you that, to the extent of my knowledge, 
Secretary Humphrey has had nothing whatsoever to do with the 
activity of our committee. 

You mentioned the question of imports rising and I presume you 
were talking about these circumstances. I will Tater present figures ; 
imports are down, total imports of oil are less at this time than they 
were prior to the closing of Suez. 








1034 EMERGENCY OIL LIFT PROGRAM 


Senator Nre.y. Than they were when? 

Mr. Coreman. Prior to the closing of the Suez Canal. 

Senator Nreiy. That is true, but they are much higher than they 
were in the basic year of 1954. In the Senate’s debate in 1955 on the 
extension of the Reciprocal Trade Agreements Act we were assured 
by honorable spokesmen for the administration, such as Senator 
Millikin and Senator Carlson, that if the administration’s amendment, 
the substitute for the so-called Neely amendment limiting oil importa- 
tions, were adopted and the imports were not lowered within a reason- 
able time thereafter, the administration would take prompt and 
vigorous action in behalf of the promised and widely desired result. 
Unfortunately, the assurances that were given have not been realized, 
for the imports have increased by leaps and bounds. 

Mr. Coteman. That is a matter of the broad question of import 
policy during normal conditions, Senator Neely. I was only the 
chairman of the MEEC. I was only referring to the period covered 
by the MEEC activities. 

Senator Nreny. In justice to the Standard Oil Company of New 
Jersey, let it be recorded that Dr. Flemming, or one of the Govern- 
ment’s other witnesses who appeared before us, indicated that this 
company had perhaps come nearer than any of the other big companies 
in complying with the restriction law. 

Mr. Coteman. We have not materially changed our imports of 
crude oil in several years. Our imports during this particular period 
have dropped from a pre-Suez figure of 80,000 barrels a day of crude 
oil down to some 56,000 barrels a day. 

Senator Nere.y. How do your present imports compare with those 
of 1955? 

Mr. Coteman. I think Mr. Rathbone might answer that. 

Mr. Rarneone. Our crude-oil imports, Senator, are exactly the 
same or at least are scheduled to be exactly the same in 1956 and 1957 
as they were in 1955 at the time you refer to. There was no increase. 

Senator Negety. Thank you. 

Mr. Rarupone. May I correct the record, Mr. Chairman? My 
mental arithmetic was a little faulty. With respect to how much Jer- 
sey stock the M. A. Hanna Co. owns, it is about 22 million rather than 
200 million. 

Senator Witey. That is better, too. I corrected it before you did. 

Mr. Rarupone. I saw your figures. 

Mr. Coteman. We have 400,000 stockholders and it is a little diffi- 
cult to keep track of them. 

Mr. McHvueu. Mr. Coleman, with reference to Senator Neely’s 

uestions, do you know of any meetings of the Foreign Petroleum 

upply Committee where Secretary Humphrey was present or did 
Secretary Humphrey ever have any occasion to discuss with the For- 
eign Petroleum Supply Committee any matters that were before 
that body ? 

Mr. Coteman. Not that I know of. As I say, I never have had the 
pleasure of meeting Secretary Humphrey. 

Mr. McHveu. I didn’t know whether you were speaking only of 
the Middle East Emergency Committee or its predecessor body. 

Mr. Coteman. There were no discussions with Secretary Humphrey 
in its predecessor, the Foreign Petroleum Supply Committee. 
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Senator Kerauver. Mr. McHugh, what was Mr. Burgess doing 
there? What participation did he have? 

Mr. Coteman. There is a reference to one point that he made in 
connection with the possibility of financing the dollar, increased dol- 
lar, costs that—here it is. I will read this ere paragraph. 
This is meeting No. 4 of the Middle East Emergency Committee in 
Washington, September 19, 1956. 

Senator O'MaHoney. You are reading from what page ? 

Mr. Coteman. Reading from page 18, Senator O’Mahoney. The 
second paragraph: 

Dr. Flemming then stated that, in view of the considerable discussion in 
newspaper reports concerning the financial aspects of meeting the Suez crisis, 


he had asked Mr. Randolph Burgess, Under Secretary of the Treasury, to de- 
scribe the situation to the committee. 

Mr. Burgess stated that, as indicated in the last reported statement by Secre- 
tary of State Dulles, the only funds available to assist the European govern- 
ments in meeting this crisis would be on a loan basis from the Export-Import 
Bank or the International Monetary Fund. 

He pointed out that the Export-Import Bank has only about a billion dollars 
in funds and that other commitments would reduce the amount of these funds 
available for this purpose and that any loans from this source would neces- 
sarily be on a relatively short-term basis. 

He further stated that Export-Import Bank loans could be used only to finance 
the purchase of exports from the United States but that it was the present view of 
the Treasury Department that if most of the additional oil were to come from 
the United States gulf, the loans might also be permitted to finance a smail 
quantity of oil from Venezuela. 


He emphasized that the ICA funds were committed and that there were no 
other free funds available to assist in this situation. 

In response to a question from Dr. Flemming, Mr. Burgess stated that he 
knew of no Government funds that would be available to assist the European 
governments in meeting the increased cost of transporting oil around the cape. 


To the best of my knowledge that was the only time that Mr. Bur- 
gess expressed himself at that meeting. His concern was entirely 
in connection with the finances. 

Senator Carroiu. Questions have brought out in previous testimony 
as to why the oil was not shipped directly to Europe. Is one of the 
reasons that the shipments of oil came to the east coast so they could 
participate in this Export-Import Bank fund? Is that not what 
you have just testified to, in a sense, that in order for them to take 
advantage of this financing, the oil had to come into the United 
States first, and then be shipped to Europe? 

Mr. Coteman. No. I don’t—so far as I know, I know from the 
standpoint of our own company, and Mr. Rathbone can confirm my 
comment, that there have been adequate dollar funds to pay for oil 
shipments. 

In other words, shipments of oil during this emergency situation 
have not been limited by availability of dollar funds in Europe. 

Senator Carrotu. I asked this question before, and I won’t take 
much time. There was some testimony by Mr. Stewart, the Director 
of Oil and Gas Division, Department of the Interior, that there was 
a tie-in agreement with crude oil and gasoline. I have asked this 

uestion, whether or not it was because of this dollar situation on the 

xport-Import Bank. Let’s come back to your own company, for 
example. The orders that come to you or your subsidiaries, were they 
paid on a loan basis from the Export-Import Bank, or how was pay- 
ment made? 
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Mr. Coteman. Payment is made to our companies in Europe 
through normal commercial channels. 

Senator Carrotu. Did they take advantage of this loan basis of the 
Export-Import Bank? 

Mr. Coteman. I don’t think—as a matter of fact, the sense of Mr. 
Burgess’ comments at that meeting was there just wasn’t that much 
money—— 

Geamtoe Carrotu. There was money available on a loan basis if the 
goods came to this country. 

Mr. Coteman. No; it came from this country. 

Senator Carroiu. That is the point. It came from this country. 

Mr. Coteman. This is a possibility -—— 

Senator Carrouu. If the oil was shipped from the Middle East 
to this country, it would come from this country in order to participate 
on this loan basis. 

Mr. Coteman. You mean to haul it all the way over here, and then 
back again? 

Senator Carroiu. I think the testimony was that your goal was 
500,000 barrels, and that the purpose was to ship it in here to take care 
of some oil shortages here, anticipating about 150,000 barrels of oil 
needed here. But the shipment went from the east coast of this coun- 
try to Europe. 

Mr. Coteman. No, sir. There is a very serious misconception on 
that whole thing, and it will be clearly covered in my testimony. 
[ Laughter. } 

Senator Carrotu. That is not the situation that existed at all ? 

Mr. Coteman. No, sir. You do not ship to the east coast and then 
to Europe. The shipment to Europe is directly from Venezuela or 
the United States gulf coast, and that difference in transportation 
from these sources to Europe is relatively small. 

Senator Carrott. Thank you. I am willing to wait for your tes- 
timony. 

Mr. Rarupone. May I say something, sir? I cannot speak, of 
course, for other companies, but as far as the Jersey Co. and its affil- 
iated companies are concerned, all of the dollar oil which has been 
shipped to Europe has been paid for by our affiliated companies from 
the dollar funds available to them in Europe, and we have not had any 
loans from the United States Government or the Export-Import 
Bank, or anyone else, in order to finance those payments. They have 
been represented by dollars available to foreign affiliates through their 
normal financial arrangements. 

Senator Carrot. Let me ask just one more question: Did the dol- 
lars that were available come in any way from the Export-Import 
Bank to the affiliates in Europe ? 

Mr. Ratusone. No, sir. 

Senator Carroxtz. All right. 

Senator Witey. Some of the governments got money from the 
International Fund, though, did they not? 

Mr. Rarueone. Yes, sir. I may say this, that there are many dol- 
Jars which go into Europe which certainly went around, and they lose 
their identity. I certainly would not want to track a dollar through 
the maze of European currency manipulations, but the point I wanted 
to make, Senator, insofar as our European affiliates are concerned, 
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all of the dollars that they had came to them through normal finan- 
cial transactions, and in no way through Government loans. 

Senator Winey. I never saw a dollar yet that lost its identity. It 
is always a dollar to me. 

Mr. Rarupone. They don’t lose their identity, but sometimes it is 
hard to trace. 

Senator O’Manoney. Mr. Rathbone, you have been sort of a sub- 
stitute witness here for Mr. Coleman, who is very patient. 

The problem of transportation is, of course, very great to you. Do 
you remember discussions by any officials of the Standard Oil Co., 
with respect to the furnishing of large tankers to be built by the 
United States, to be used in this oil-lift program ? 

Mr. Ratueone. Yes, sir; I attended a meeting here in Washington 
in—I can’t be sure of the date, but it is easy to find it—I would think it 
was probably in November—which was called by Dr. Flemming, and 
at this meeting were a number of top Government officials, the Director 
of the United States Maritime Commission, and representatives of 
practically all of the tanker owners in the United States, 

The question which was put before the meeting by Dr. Flemming 
was the fact that the situation with reference to tanker transportation 
looked very critical, and that the Government, our Government, was 
interested in developing the possibilities of building on a rapid basis 
a large number of very large-sized tankers. 

The discussion was rather general around the table, and various 
people expressed various views with respect to the availability of 
shipyards and the availability of steel, the usability of these large- 
sized tankers which were being discussed, and we were talking in terms 
of tankers eighty to or hundred thousand dead-weight tons in size 

And the whole thing was ar exploratory effort on the part of our 
Government, through the ieadership of Dr. Flemming, to determine 
the views of the American tanker owners and tanker operators as te 
how much prospect there was for rather rapidly acquiring a large 
number of additional tankers of large size. 

The meeting was completely inconclusive. As I say, it was explora- 
tory. Dr. Flemming asked the participants to go back home and 
study this matter and think about it and analyze it further, and 
return sometime later, I think within the next week or 10 days, for 
further discussions. 

Mr. McHuen. Mr. Rathbone, were these all major oil companies, 
or their affiliates, who owned tankers, who were present at that 
meeting ? 

Mr. Ratunone. No, sir. There were also, in addition to that, what 
we call in the industry a considerable number of independent tanker 
operators. By that I mean individuals who engage in the business 
of building and chartering tankers, such as Mr. Ludwig, who is one 
of the largest ones in the country. 

Mr. McHveu. Would it be your impression that all of the independ- 
ent tanker owners were represented at that meeting? 

Mr. Ratnwone. I think probably all represented there that the 
Government could identify, yes. So far as I know, the ones of any 
size were there. 

Senator Witey. Who called the meeting? 

Mr. Rarueone. Called by Dr. Flemming. 
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Senator Wizry. Thank you. 

Senator O’Manoney. Did the plan fail? 

Mr. Rarueone. A plan, sir, was never developed. The second meet- 
ing at which the people came back—I did not attend the second meet- 
ing for our company. I think I was out of town, and one of my 
associates attended for our company, but he reported that the dis- 
cussion proceeded somewhat along the lines of the original meeting. 

Some of the interesting points that were brought were that even the 
granting of steel priorities by the United States Government under 
whatever authority they might have to grant priorities for tanker 
building, would not expedite the building of these large-size tankers, 
because the bottleneck was principally in shipyard ways and motive 
equipment, turbines, drive shafts. 

Then, too, there was a good deal of information developed with 
respect to the inability of the world ports to use these types of 
tankers. It develops there are extremely few ports around the world 
where tankers of the size of eighty to one hundred thousand tons 
can utilize the ports today without anchoring outside the port and 
lightering the cargo off. 

Senator O’Manonry. I gather from your statement, that it is your 
view that it was not a program to go forward with? 

Mr. Raturonr. Nothing came of the program. Yes, sir. 

Senator O’Mauonry. You would not recommend that it would go 
forward? 

Mr. Ratupone. Well, we would be very glad to participate in such 
a program if there were any ways to build the ships or if there was any 
steel and motive power available, and we so advised the Government. 

Senator O’Manoney. Of course, you are the head of the Standard 
Oil Company of New Jersey, and you preside over a farflung, world- 
wide operation. I have here a document which your company was good 
enough to submit to this committee in response to its subpena. It deals 
with the important problem of coordinating the European activities. 
It is entitled, dated February 4, 1957, “Coordination Committee for 
Europe, Paris Meeting, January 10-11, 1957.” 

It is addressed to the members of the coordination committee, and 
it came from the files of the Standard Oil Company of New Jersey. 

Atiached is a copy of Mr. W. A. Witte’s memorandum dated January 
17, outlining the recommendations and the highlights of the discussion 
of the January 10-11 Paris meeting of the Coordination Committee for 
Europe. 

There is also attached a copy of Mr. W. D. Bayles’ memorandum 
dated January 11, entitled “Political and Economic Effects of the 
European Fuel Crisis.” 

Mr. Coleman, in one of the meetings concerning which he testified 
this morning, made some reference to economic and political effects, 
too, so that there can be no doubt that a huge operation such as Stand- 
ard carries on throughout the world requires representation before 
many foreign governments and requires knowledge on the part of the 
executives as to what the policies of the foreign governments may be. 

I think that is an axiom, is it not, Mr. Rathbone ? 

Mr. Rarupone. Yes. 

Senator O’Manonry. Now, this memorandum of Mr. Bayles is too 
long to read, but I do want to read a brief extract fromit. It is entitled, 


ax 
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as I said before, “Political and Economic Effects of Middle East Devel- 
opments and the European Fuel Crisis.” 
On page 1179 of this document, I find these two paragraphs: 


Whatever can be done to increase the security of transportation means, particu- 
larly pipeline, will help this situation. Stabilizing developments such as those we 
hope will grow from the new Eisenhower policy, will also be very important. The 
problem of restoring confidence in Middle East oil is one which concerns every 
member of the petroleum industry active in Europe. 

Insofar as plans and specific actions by different governments and interna- 
tional bodies are concerned, we shall need to be constantly alert not only to activ- 
ities and decisions, but also to attitudes and trends of thinking. This means im- 
proving and extending our contacts with all of these different groups. Good 
working relations exist now with the high authority and technical departments 
in Luxembourg, where initiative has already been taken in consulting with repre- 
sentatives of the oil industry, including our own, on points of policy. With the 
Energy Advisory Commission and the Energy Committee now moving into the 
European energy picture, we shall undoubtedly see a considerable expansion of 
OEEC activity. Our good contacts during the past with the oil committee and 
other groups in the OEEC have already paved the way to close cooperation with 
these new groups. Since the days of the price report, our knowledge of ECA activ- 
ities and understanding in Geneva of oil industry problems and methods have both 
developed substantially, and energy problems are now discussed as matters of 
mutual interest. Regular contacts are maintained with economic representatives 
in the important United States embassies throughout Europe and with national 
badies in the different nations responsible for energy matters. Valuable contacts 
and communications have been developed with Government quarters in Wash- 
ington and with the United States regional offices and special embassies in Europe 
charged with representing United States interests in the main supranational 
groups. These are based on confidence and friendly discussion of problems of 
common interest. Close working relations between managements and local gov- 


ernment departments provide constructive backing for activities at the interna- 
tional level. 


Now, on these two phrases, “the special embassies in Europe 
charged with representing United States interests in the main supra- 
national groups” and the phrase “close-working relations between 
managements and local government departments provide constructive 
backing for activities at the international level,” I would like to have 
your comments. 

This is taken from the document of Mr. Bayles, who is described 
as assistant to government relations counselor stationed in London; 
that is to say, he is, I think, a member of the Standard Oil staff. 

Mr. Rarueone. Yes, sir; that is right. Mr. Bayles, as you say, is 
an assistant to a gentleman we call our Government relations coun- 
selor. He has been stationed in Europe, I would think, maybe for 
the past year and a half or 2 years. 

His prime job in Europe is to keep track of the activities and the 
thinking that are going on with respect to these intergovernmental 
and supranational activities in Europe, such as the Steel and Coal 
Community, the Schuman plan, the OEEC, Euratom, and all these 
other things that are becoming so prevalent in Europe to weld to- 
gether the European nations into some sort of a cooperative activity 
along these various lines. 

Those thimgs, of course, are of great interest and great import to 
any company, any American company, that is engaged in business 
in Western Europe. And because of the high degree of activity 
that is going on in general in these general supranational and inter- 
governmental fields, we felt we should have a man on the ground 
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there who can follow these matters closely and report to us what 
was going on. 

That is Mr. Bayles’ job. He travels around through Europe, dis- 
cusses with the management of each one of our affiliated companies 
in Europe what their knowledge is of the situation in that particu- 
lar country, and he also establishes contacts with the secretariat or 
the executive group of the supranational bodies themselves so that 
he has a direct means of checking the individual information he may 
get from our managements in the various separated European com- 
panies, directly with the supranational body itself. 

That is his whole purpose, and his job over there is to report to 
us, to keep track of these activities and report to us what is going on, 
and to give us his opinions on what he thinks trends may be. 

Senator O’Manonry. Would it be a correct inference from this 
memorandum of Mr. Bayles’ and from your description of it, that the 
Standard Oil Company of New Jersey operates a foreign service of 
its own to keep in contact with the activities of not only foreign gov- 
ernments but the supranational agencies which have been established ? 

Mr. Rarupone. Well, Mr. Bayles is that service; yes, sir. 

Senator O’Manoney. That is the service ? 

Mr. Rarueone. Yes; that is his service. 

Senator O’Manonry. I know it was once said in Fortune magazine 
that Lever Bros.—the great soapmakers—had the most efficient foreign 
service of any company operating in interstate commerce, and a more 
efficient foreign service than any government. That is my memory of 
the statement in Fortune magazine. Would Standard Oil Co. yield to 
Lever Bros. ? 

Mr. Ratusone. I don’t intend to engage in competition with Lever 
Bros., but I must say, sir, that I hope we have an efficient source of 
gathering information and reporting to us in foreign lands, because 
if we don’t our activities are not going to be as efficient as they ought 
to be. 

Senator O’Manonry. You referred to your foreign affiliates. I 
almost said “satellites,” but I caught myself. How many foreign affili- 
ates do you have? 

Mr. Rarneone. We have a total of approximately 225 subsidiary 
and affiliated companies in what we call the Jersey group. A great 
many of these are what we call paper companies; a great many of 
them are companies that we have to form to get a concession, to get a 
prospect. 

When you find oil and it becomes an oil-producing activity, it is 
integrated into some other operating company, so that, out of the 225, 
there are a great many of those companies that really are paper com- 
panies. 

From an operating standpoint—I mean by that, companies which 
are engaged in business and carry on acts and operations—we prob- 
ably have about 150. 

Senator O’Manonry. How many of those are chartered by States 
of the American Union ? 

Mr. Rarurone. Well, sir, I have to give you an approximation. 

Senator O’Manonry. I would expect that. 
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Mr. Rarueone. I can think right now of about seven. 

Senator O’Manonery. About seven ¢ 

Mr. Ratupone. Yes. 

Senator O’Manoney. The other 150 active companies are foreign- 
cartered companies ¢ 

Mr. Raruzone. No. I thought you meant companies that were oper- 
ating in the United States. We have a number of foreign companies; 
I mean we have a number of companies operating in “foreign lands 
that are chartered in the United States. 

Senator O’Manoney. What I wanted to find out was how many com- 
panies of your affiliates have been chartered by States of this Union, 
wherever they operate, and how many are chartered by foreign coun- 
tries, and what countries? 

If you cannot answer that question offhand here, suppose you—— 

Mr. Ratueone. I am afraid not. I will be glad to supply it for you. 

Senator O’Manoney. Would you do that , please. 

(The information referred to is in the appendix. ) 

Mr. Rarnueone. I can give you some general information which 
may be helpful at this point. 

Senator O’Manoney. Yes 

Mr. Rarupone. We hav e, in general—most of the companies that 
operate in Latin America are chartered in the United States, and this 
is for the reason that, in general, the corporation laws in that part of 
the world are not as well developed as they are in other parts of the 
world. 

In Europe, I think almost every company, subsid:ary company, that 
we have in Eur ope. is chartered under the laws of the country where it 
operates, because Europe is an advanced society, and they have a very, 
very complete corporation law and _ provisions for chartering 
companies. 

In Africa, I think the majority of the companies there are American 
chartered ; and probably the same thing is true through the Far East. 

Senator O’Manoney. How many refineries do you “have? 

Mr. Rarnvoxe. How many 

Senator O’Manonry. How many refining companies do you have 
in Europe, let us say ¢ 

Mr. Raruzonr. Well, in Europe, the great majority of the com- 
panies, affiliated companies, we have in E urope do conduct refining 
operations. That is true in England, in France, in Germany, Belgium, 
Italy. 

Senator O’Manonry. How many refineries do you have, then, in 
Europe, altogether ? 

Mr. Raruvone. I would haye to stop and think a minute. Approxi- 
mately 11. 

Senator O’Manonry. I-saw Mr. Coleman counting on his fingers. 

Mr. Coteman. I wasn’t quite up to 11, but I think that is right. 

Senator O’Manoney. The refineries constitute the market for crude 
oil; do they not? 

Mr. Rarupone. Yes. 

Senator O’Manonry. What percentage, do you think, of the world 
market for crude oil is controlled by the 15 major companies on 


MEEC? 
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Mr. Rarugone. I never made that calculation, sir, and I can’t do 
more than guess at it. 

Senator O’Manoney. You are an educated guesser. 

Mr. Rarusonen. Would you like me to guess? Well, I suppose it is 
probably, I would think, maybe half. 

Senator O’Manonery. Maybe half? 

Mr. Rarupong. Yes. 

Senator O’Manonery. That is one of the reasons why Standard of 
New Jersey is the greatest and strongest of all of the oil companies 
still; is it not? 

Mr. Ratrurone. Why? 

Senator O’Manoney. I say that is one of the reasons why Standard 
of New Jersey is still one of the greatest of all the oil companies, 
the leading corporation. According to the figures we get from Moody’s 
or Standard & Poor, your assets are considerably over $7.5 billion. 

Mr. Rarneone. Well, I think that is a little on the high side 
right now. My impression is it is high. 

Senator O’Manoney. It was that at one time. 

Mr. Ratusone. It is quite sizable; I agree with you. 

Senator O’Manonery. It is quite sizable. 

Thank you very much, Mr. Rathbone. 

Senator Wier. And those dollars are all identified; are they not? 

Mr. Rarusone. Those are; yes, sir. [ Laughter. ] 

Senator O’Manoney. Mr. ear if you want to take the floor 
yourself now 

Mr. Coteman. All right, sir. 

Senator O’Manoney. If the members of the committee present here 
will agree to it, we will postpone interrupting you for a while, at least. 

Mr, Coteman. All right, sir. 

(Discussion off the record.) 

Senator O’Manoney. The committee will stand in recess until 2 
o’clock this afternoon, and if we have no consent to meet, we will 
assemble at 9 o’clock tomorrow morning in the same room. 

(The following letter and wire were submitted for the record :) 

CONGRESS OF THE UNITED STATEs, 


HOoUsE OF REPRESENTATIVES, 
Washington, D. 0., February 28, 1957. 





Senator JosEPH O’MAHONEY, 
Chairman, Antitrust Subcommittee, 
Senate Judiciary Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR O’MAHONEY: My constituent, Mr. J. D. Wrather, Jr., an oil 
producer, Wrather Petroleum Building, 2111 North Akard, Dallas, Tex., has re- 
quested that I forward the enclosed copy of telegram addressed to you dated 
February 14, 1957, to be made a part of your hearings. 

Your disposition of this request will be appreciated. 

With best wishes. 

Sincerely yours, 
Bruce ALGER. 


Dats, TEx., February 14, 1957. 
Senator JosepH O’MAHONEY, 
Senate Office Building, 
Washington, D. C.: 
The prejudicial statement accredited to you as head of the joint subcommittee 
In regard threat of control of oil industry if price increase not rescinded shows 
an alarming lack of knowledge or understanding of economics of the matter. 


aA ener 
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Oil prices have long lagged behind other commodities less basic to our defense 
structure. Oil prices have been dangerously near the uneconomic point for 
exploration, drilling, and production. It would be a tragedy to let purely political 
considerations end an industry so necessary to our everyday lives and defense. 
J. D. WraTHER, Jr., 
Oil Producer, Dallas, Tez. 


(Whereupon, at 11:55 a. m., the subcommittees adjourned, to recon- 
vene at 9 a. m., Wednesday, March 6, 1957.) 


90507—57—pt. 2——-14 








EMERGENCY OIL LIFT PROGRAM AND RELATED OIL 
PROBLEMS 


WEDNESDAY, MARCH 6, 1957 


Untrep Srares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
oF THE COMMITTEE ON THE JUDICIARY, AND 
SUBCOMMITTEE ON Pusiic LANDS OF THE 
CoMMITTEE ON In’TreRIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10:05 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding), Kefauver (chairman), 
Wiley, and Dirksen, of the Subcommittee on Antitrust and Monopoly 
of the Committee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), and Carroll, of the Subcommittee on Public Lands of the 
Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth Neville, assistant counsel, Antitrust; 
W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, counsel 
for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley ; Louis Rosenman, attorney, Antitrust; Paul Banner, economist, 
Antitrust. 

Robert Murphy, professional staff member, Senate Interstate and 
Foreign Commerce Committee; and Stewart French, chief counsel, 
Senate Committee on Interior and Insular Affairs. 

Senator O’Manonry. The committee will come to order. 

Mr. Coleman, I think you have your long-sought opportunity now 
to present your paper. 


STATEMENT OF STEWART P. COLEMAN, CHAIRMAN, MIDDLE EAST 
EMERGENCY COMMITTEE, ACCOMPANIED BY FOWLER HAMIL- 
TON, COUNSEL; AND STATEMENT OF MONROE J. RATHBONE, 
PRESIDENT, STANDARD OIL COMPANY OF NEW JERSEY, ACCOM- 
PANIED BY NICHOLAS J. CAMPBELL, JR., ASSOCIATE GENERAL 
COUNSEL 


Mr. Coteman. Thank you very, very much, Mr. Chairman. 

Since considerable part of the testimony has been pretty thoroughly 
covered, I will omit those parts that refer to the discussion that did 
cover the points and particularly with respect to the development and 
background of the MEEC. But I would like, if I might, to read the 
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section dealing with the acitvities and scope of the MEEC, its powers 
and limitations. 
I am starting to read from page 23 of my written testimony. 
Senator O’Mazroney. Is it pour thought that up to that the subject 
matter was covered yesterday ! 
Mr. Coteman. There are one or two other parts I would like to read. 
Senator O’Manoney. Suppose we follow this policy, which we have 
often done, in that your whole paper will be printed in the record as 
though delivered ? 


Mr. Coteman. Yes, sir. 
(The statement of Mr. Coleman is as follows :) 


Mr. Chairman, my name is Stewart P. Coleman. I am chairman of the Middle 
East Emergency Committee. I am also a vice president and director of the 
Standard Oil Company of New Jersey. At the outset, I should like to say, 
Mr. Chairman, that I welcome the opportunity to appear before you to give 
you whatever information I can concerning the Middle East Emergency Com- 
mittee. It is my belief that the issues before your committee, particularly the 
issues of getting oil to Europe and thereby saving it from disaster, are those 
about which the Congress and the public should be as fully informed as possible. 
They are of the utmost importance to the security and economy of ourselves and 
our allies. With this end in mind, I have prepared for the record a statement 
covering the organization and activities of the Middle East Emergency Com- 
mittee. I would hope that this would provide an adequate background for such 
questions as you may care to put to me. I will answer your questions as fully 
as I can. 

The statement is subdivided under the principal following headings: 

1. Oil supply to Europe before the Middle East stoppage occurred. 

2. The immediate effect of the stoppage due to closure of the Suez Canal and 
the destruction of Middle East pipelines. 

3. What has been accomplished to offset the effect of the stoppage by making 
available emergency supplies from other sources. 

4, Future prospects for relief to Europe through emergency supplies. 

5. Background and organization of the Middle East Emergency Committee. 

6. Activities and scope of the Middle East Emergency Committee. 


OL. SUPPLY TO EUROPE BEFORE THE MIDDLE EAST STOPPAGE OCCURRED 


The first task assigned by the Government to the Middle East Fmergency 
Committee was to ascertain the effect upon Europe of possible stoppage of the 
Suez Canal and Middle East pipelines. This request was made on August 22, 
1956. Information prepared by the MEEC in response to the Government’s 
request provides the background data of chart I, attached. (The figures and 
movements shown on this and subsequent charts have been simplified. There- 
fore, they do not reflect certain inconsequential movements and the details shown 
in the text and attached chart VI.) 

It illustrates the manner in which Western Europe and North and West Africa 
were supplied prior to the Suez closing, and is, I am sure, by now familiar to you 
gentlemen. You will recall that slightly over 2,500,000 barrels per day of oil 
was moving to the West through the Suez Canal and the Middle East pipelines— 
about two-thirds (1,700,000 barrels per day) via the canal and one-third (830,000 
barrels per day) via the pipelines. After deducting the more than 300,000 barrels 
per day of this oil which was destined for the East Coast of North America we 
find that the total supplies of oil (both crude and products) for the Western 


Europe/North and West Africa area were as follows: Barrels daily 


Supplies via Suez and Middle East pipelines__..____________-_-__-_-_. 2, 200, 000 
ant RENO II I A sa cinbrnieinimviie cian eneniciacbrenanenen 50, 000 
een ep nbingunsaemarat= 680, 000 
Supplies indigenous and Soviet sources__....-_--.-------_--------- 300, 000 

a SE 3, 230, 000 
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THE IMMEDIATE RESULTS OF THE STOPPAGES 


The canal was blocked on October 31, 1956, and pumping stations on the Iraq 
pipeline were blown up on November 3, 1956. This blocked the flow to Europe 
of roughly 2 million barrels of oil per day—almost two-thirds of the requirements 
for the area. 

If all the tankers that had carried oil from the Persian Gulf via the canal to 
Europe had been rerouted and sent.on the long voyage around Africa they could 
have brought to Europe little more than half as much as before. And if the 
tankers that had carried oil from the Dastern Mediterranean terminus of the IPC 
pipeline to Europe had been rerouted to carry it around Africa they could have 
moved only 25 percent as much oil as before. Altogether the estimated shortage 
would have been about 1 million barrels per day. The resulting lesser supply 
would have covered only about two-thirds of Europe’s normal demand, clearly 
well below the essential needs. Europe would thus have been presented with an 
economic and industrial crisis of unprecedented and perhaps unmanageable 
proportions. This was the situation that was threatened immediately after the 
blocking of both Suez and the Iraq pipeline in early November. 

It was apparent that the principal problem was lack of transportation. If 
enough tankers had been available to carry oil around the cape there was 
enough oil in the Persian Gulf to meet Europe’s essential requirements. But 
there were virtually no additional tankers available. Certainly there were not 
enough to make any substantial contribution to the transportation crisis. It was 
therefore, apparent that the only way to get vitally needed oil to Europe in view 
of the tanker transport limitation was to get oil from closer sources of supply 
so that the limited quantity of tankers could carry more oil to Europe than would 
be possible when making the long voyage around the cape from the Persian Gulf. 
In other words, a major and drastic rearrangement in world oil routes was 
essential. 

After August 22, 1956, the committee and its subcommittees had prepared 
detailed statistical studies to determine how the logistics of the situation could 
best be handled in the light of limitations in tanker capacity and in availability 
of short-haul supplies. These studies assumed a theoretical rearrangement of 
the available world tanker fleet on the basis of maximum efficient utilization 
and the solution of numerous practical problems. The major rearrangements 
envisioned are shown in chart II, attached. You will note that the key feature 
of the study was the sharply increased utilization of Western Hemisphere sup- 
plies. It was hoped, based on the best estimate at the time, that it might be 
possible to obtain additional supplies from Western Hemisphere sources to 
the extent of 775,000 barrels per day. This volume would be used first to the 
extent of approximately 350,000 barrels per day to substitute for Middle East 
imports normally moving to North America, since this redeployment repre- 
sented the maximum transportation saving. The remainder of the increased 
Western Hemisphere supplies (425,000 barrels per day) would be added to the 
direct movements to Europe. Finally, after utilizing the Tapline oil from the 
Eastern Mediterranean for Europe, all other available tanker tonnage would 
have to make the long haul to Burope from the Persian Gulf via the cape. The 
estimates showed that if such a theoretical overall rearrangement could, in 
fact, be made, this would succeed in approximately offsetting the effect of the 
Suez closure but would not make up for the loss of the Iraq pipeline capacity. 


THE PROBLEMS CREATED BY THE STOPPAGE 


Many serious problems were created by the great sudden and violent shifts 
in free world oil movements that threatened to result and then did in fact 
result from the Middle East crisis. There were powerful, radiating, and com- 
plicating impacts upon peoples, governments, and industry. The 285 million 
people that live in the 17 OEEC countries of Western Europe were threatened 
with economic and industrial dislocations and shortages. The governments 
of those countries had to face the possibilities of all the problems to which those 
dislocations and shortages might give rise. The Middle East governments were 
faced with serious cutbacks in their oil production and substantial and, in some 
cases, very grave decreases in their national revenues. Our own Federal 
Government faced, of course, many serious political and economic problems. 

The minutes of meeting No. 7 on December 3, 1956, concerning the statements 
of Dr. Flemming, Director of the Office of Defense Mobilization, are as follows: 

“He emphasized that the situation, particularly in Western Europe, was very 
serious and threatened to weaken the NATO alliance and that he was sure that 
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all of the members of the Middle East Emergency Committee could appreciate 
the significance of the relationship between what the Committee was being 
requested to do and our Government’s foreign relations, particularly with the 
NATO countries. He emphasized that anything and everything that can be 
done by the Middle Hast Emergency Committee to make éffective its operations 
to meet the foreign petroleum emergency would be a major contribution to the 
security of the Nation at a critical point in its history.” 

Also, with respect to the comments of Mr. Moline of the Department of State, 
the minutes stated: 

“* * * Mr. Moline stated that the prime motivation of the Department of 
State in urging that the Committee be requested to take steps to meet the 
foreign petroleum emergency was to stop the exceedingly fast drift of the 
situation into an unsatisfactory position in Burope. He stated that the State 
Department was well aware that there would be shortages of petroleum in West- 
ern Europe despite all efforts that could be made by the Middle Hast Emergency 
Committee, but he stated that even the announcement of the fact that the 
committee was being requested to take action had helped to stop the rise of 
anti-American feeling among the European nations and that the Committee's 
actions could at least make sure that no military shortages developed in West- 
ern Europe. He informed the Committee that the State Department had cau- 
tioned the European nations that the shortages resulting: frem the disruption 
of Middle East supplies could not be made up completely. Mr. Moline added 
that he would be glad to discuss later the organizational arrangements that 
were being made for coordination with the Organization for European Economic 
Cooperation and particularly an industry advisory group ef that organization 
(OPEG) that had been set up on the previous Friday.” 

Every segment of the world oil industry was affected in varying ways and 
to varying degrees. The American oil companies engaged in foreign operations, 
as well as other companies engaged in the international oil business found 
themselves suddenly unable to supply their eustemers in Western Europe and 
north Africa. Consumers in the United States were apprehensive that they 
might suffer petroleum shortages because of diversions of oil to Europe. Pro- 
ducers, refiners, and marketers of oil in the United States faced a variety of 
uncertainties caused by the stoppage. Tanker owners found, of course, a swift 
rise in requests for their ships, while owners of oil in the United States and 
Caribbean Gulf felt a rapid increase in demand for their goods. 


WHAT HAS BEEN ACCOMPLISHED TO OFFSET THE EFFECT OF TIIE STOPPAGE BY MAKING 
AVAILABLE ADDITIONAL EMERGENCY SUPPLIES 


Let us now see what has actually happened in comparison with the pre-Suez 
estimates of emergency supplies. Chart III attached, based.on MEEC data 
as to actual loadings in December and January, bears a striking resemblance, 
you will note, to the previous theoretical chart. It differs principally in one 
important respect—the volumes of assistance from Western Hemisphere sources 
exceeded expectations. 

You will note that shipments from the Western Hemisphere to Europe and the 
Mediterranean were increased by nearly 600,000 barrels per day to 1,200,000 
barrels per day, or almost double the volume that moved before the stoppages. 
Similarly, Western Hemisphere oil to West Africa has been stepped up by 80,000 
barrels per day to meet increased bunker-oil requirements for tankers moving oil 
from the Persian Gulf around the Cape of Good Hope. In addition to these 
sharply increased supplies for direct shipment to Europe and Africa, Western 
Hemisphere sources have supplied a further 320,000 barrels per day to permit 
Middle East oil formerly imported to North America to be diverted to Europe. 
Thus, the total increase during those 2 months in shipments from Western 
Hemisphere sources to alleviate directly or indirectly the European shortages 
came to almost 1 million barrels per day (982,000 barrels per day), or some 
200,000 barrels per day above the early estimate of 750,000 barrels per day. The 
comparison is graphically shown in chart IV. You will note, too, that the esti- 
mates for emergency deliveries from the Western Hemisphere for the first quarter 
as a whole are also well above the pre-Suez estimates although they are slightly 
lower than the December-January average. This is due to the fact that during 
this period, particularly in December, a considerable amount of these emergency 
supplies was taken from existing crude stocks-which now have been reduced to 
minimum levels. Thus additional supplies from now on can only come from in- 
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creased production over normal. A favorable factor since these estimates were 
prepared is the action of the Texas Railroad Commission on February 19 increas- 
ing allowable production in that State which will make available for net added 
shipment to Europe, after redeploying tankers which would otherwise bring 
supplies around the cape, of approximately 100,000 barrels per day for the month 
of March or about 30,000 barrels per day for the first quarter average. 
Returning to chart ILI for the actual December—January shipments we find 
that after moving the available supplies of about 300,000 barrels per dav from 
the Eastern Mediterranean to Europe, the remaining tankers were able in Decem- 
ber and January to lift about 1 million barrels per day (984,000 barrels per day) 
of oil in the Persian Gulf for movement to Europe and West Africa via the cape. 
The total December and January loadings for the Europe and north and West 
Africa area thus were: 
Barrels per day 
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1 Shown as total of 1,390,000 barrels per day on chart IIT. 


Estimates indicate that when considering shipments to Europe from all 
sources approximately this level of supply will continue through the first quarter. 
This volume of loadings compares with a normal demand for this area of approxi- 
mately 3,400,000 barrels per day for this seasonally high period. This is illus- 
trated on chart V, attached. 

On the basis of these figures, I am convinced that better than 80 percent of 
Europe’s normal requirements will be supplied on an average over the first 
quarter of this year. 

At this point I would like to clarify, if 1 can, some apparently conflicting re- 
ports as to the extent.that Europe’s needs have been met in this emergency. 
The figure reported in Paris on February 7, 1957 at the joint meeting of the 
Middle East Emergency Committee, OPEG, and the Oil Committee of OEEC, 
was 80 percent for the first quarter of 1957 for the average of the 3 major 
products, an improvement over previous estimates. Other figures have been 
quoted on somewhat different bases indicating coverage of up to 90 percent. 
Our own Middle Kast Emergency Committee figures, on a comparable basis, 
approach this 90-percent figure. MEEC figures are, for purposes of assist- 
ance in rearranging loadings, based on loading dates at world supply sources, 
whereas the Paris figures, as would be natural in consuming countries, were 
based on deliveries. This difference amounts to 2 percent during the first 
quarter, thus reducing the 90 to 88 percent on a receipts basis. Further adding 
somewhat to the confusion, this is the average coverage for all products. If 
we exclude those products such as aviation gasoline and jet fuel (essential to 
military supplies), fuel oil for ships, lubricating oil, et cetera, which have 
been essentially 100 percent covered, the percentage coverage on the remaining 
three major products (motor gasoline, distillate and residual fuels) come to 
approximately 83 percent. That is the basis of my statement of better than 80 
percent coverage. 

A further comment, if I may, with regard to the apparent confusion on how 
much energy oil has been and is being delivered to Europe. In view of the 
suddenness and magnitude of the impact of the blocking of the canal and the 
Iraq pipelines upon the pattern of the free world’s oil supply, and the speed 
with which the industry and interested governments had to concentrate every 
effort toward the primary objective of increasing emergency supplies, it would 
have been very surprising if a certain amount of confusion had not developed. 
It takes time to find out the facts in any situation as swift moving as this one, 
and whole new statistical studies had to be initiated to provide key information 
against an urgent time schedule. Many cargoes in the United States gulf and 
Caribbean have become available only on a day-to-day basis, and tankers going 
to loading ports from dozens of different points could not possibly be sched- 
uled to arrive in a regular stream that would prevent bunching and resultant 
sharp variations in liftings figures for individual weeks. 
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A figure of 500,000 barrels per day as a purported program for direct ship- 
ments of crude oil from the United States gulf to Europe has been rather widely 
discussed. I must confess that I am unfamiliar with the basis for such a 
figure; I cannot recall its ever having been discussed by the MEEC or used by 
them as a target. From the material we have just been reviewing as to the 
methods of helping Europe, you will have noted that it is the sum total of direct 
and of indirect shipments, of crude and of products, and from both the United 
States gulf and Caribbean areas that is significant, rather than a single com- 
penent only, such as weekly reported shipments from the United States gulf. 


FUTURE PROSPECTS FOR RELIEF TO EUROPE THROUGH EMERGENCY SUPPLIES 


For the second quarter of 1957 individual company estimates as to specific 
plans are naturally not yet available but some projections have been made based 
on overall industry supply capacity from the Western Hemisphere. As you 
gentlemen know, the further into the future estimates are projected, the more 
unreliable they become. Nevertheless they are essential in dealing with emer- 
gency situations of this nature. They provide a framework by which the effect 
of deviations from the estimates can be measured as time proceeds, and thus 
make possible the taking of the necessary corrective steps to meet problems 
as they are disclosed. 

On the whole, by comparison with the situation existing in the first quarter, 
the second quarter has the benefit of a generally favorable factor; namely, the 
effect of variations in seasonal demand. In the United States the peak winter 
quarter demand is some 15 percent over the lowest quarterly level of a summer 
demand. A similar but smalier seasonal variation occurs in Europe. This, even 
with no more total supplies available in the Western Hemisphere, reduction in 
seasonal demand will naturally make more supplies available for shipment 
to Europe, and, correspondingly, reduction in seasonal demand in Europe will re- 
duce her consumption needs. Such figures as are available indicate that supplies 
of gasoline, diesel and fuel oil will be approximately in proper proportion to the 
demand requirements of these products. Thus, on the basis of comparing total 
current supplies with total current demand in the second quarter, a greater 
coverage should result than during the first quarter. I should point out, how- 
ever, that there has been considerable depletion of stocks of oil in Europe, which 
mainly occurred during the period when the emergency program was getting 
underway. Since it is necessary to build stocks in the period of lower demand, 
corresponding to the second and third quarters, in anticipation of higher winter 
demand, we must carefully keep in mind that it is also essential to maximize 
total supplies in the second quarter to take care of this necessary stock buildup. 

In summarizing my comment on accomplishments, it would seem quite clear 
that had there not been cooperative efforts to make available these emergency 
supplies, there would have been a crisis of major proportions resulting from the 
shortage of oil to provide the necessary energy for the adequate functioning of 
Europe’s economy. 

The achievements we have been discussing have demanded an enormous effort. 
They have required cooperation by many governments, by many companies, and 
by literally thousands of persons. The Middle East Emergency Committee makes 
no claim that it alone did this job. Its contribution, while important, was only 
one of many that made this achievement possible within the time in which the 
job had to be done to stave off catastrophe. 

The men representing the companies on the Middle Bast Emergency Committee 
main committee and on the subcommittees have done a fine job, using all their 
experience and knowledge and giving unstintingly of their energy and time to 
avert what would otherwise have been a critical oil shortage in Europe. We 
are very proud that through the efforts of these men and others success has 
been attained as indicated by the fact that the essential petroleum needs of 
Europe have been covered to a higher degree than our most sanguine hopes of 
last fall. I am sure that I speak for all those represented on the Middle East 
Emergency Committee when I express the conviction that these essential needs 
will continue to be supplied. 

Europe has done a splendid job in adjusting herself to the serious impact of 
this emergency situation. We are all hopeful that at an early date the lost 
transportation facilities of the Suez Canal and the Mediterranean pipelines 
will be restored. In the meantime, we must continue to make every possible 
effort not only to cover essential oil needs in Europe but to supply as nearly as 
possible the normal demand requirements and to rebuild heavily depleted stocks. 
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BACKGROUND OF MEEC 


I would now like to turn to a discussion of the background, organization, and 
activities of the MEEC. 

It may be helpful if I first describe the background of the present voluntary 
agreement and plan of action. In June of 1951, the first voluntary agreement 
concerning foreign petroleum operations was put into effect by the Director of 
the Office of Defense Mobilization pursuant to the Defense Production Act of 
1950. This agreement established the Foreign Petroleum Supply Committee, an 
industry advisory group, of which I was chairman, under the direction and 
supervision of the Petroleum Administrator for Defense. 

In July of 1951, there was also put into effect by the Government a plan of 
action authorizing cooperative arrangements to offset or alleviate shortages 
resulting from the shutdown of petroleum operations in Iran. The plan of action 
continued in operation until July 8, 1952, at which time the Administrator deter- 
mined that the shortages resulting from the Iranian crises had been almost com- 
pletely offset through the cooperative actions of the participants in the plan of 
action. 

In view of the unsettled conditions in the internationa! oilfield and the impor- 
tance of maintaining, for our defense effort, adequate and continuously avail- 
able supplies of oil to the free, friendly, foreign nations our Government decided 
to keep the voluntary agreement and the Foreign Petroleum Supply Committee 
in existence. The major activity was to keep the Government currently advised 
as to all phases of foreign petroleum operations and to be available in the event 
of another emergency that required a new plan of action. 

The voluntary agreement was amended from time to time, but its general scope, 
as well as the character of the Foreign Petroleum Supply Committee, remained 
about the same until early 1956. 

In February 1956, after a review of the voluntary agreement, in accordance 
with the provisions of the Defense Production Act’s amendment of 1955, the 
Attorney General determined that certain amendments to the voluntary agree- 
ment should be made if the agreement were to be continued. These called for 
Government chairmen and Government staff and limited the gathering and the 
exchange of information by the Foreign Petroleum Supply Committee and its 
subcommittees. 

As I understand it, the power within the voluntary agreement to create a plan 
of action in an emergency was preserved. I might state specifically, at this point, 
that every voluntary agreement has always by its express terms provided for 
a plan of action. 

The Director of the Office of Defense Mobilization and officials of the Depart- 
ment of Defense, the Department of State, and the Department of Interior, 
having responsibilities relating to oil, determined that it was essential to the 
national defense that the voluntary agreement be continued in existence, even 
on the limited basis proposed by the Attorney General. 

All of these officials urged the participants in the voluntary agreement to 
accept these amendments. They stated that the voluntary agreement and the 
Foreign Petroleum Supply Committee were needed for two defense purposes. 

1. To advise and assist the Government in obtaining and analyzing informa- 
tion on foreign petroleum operations on a steady, current basis, primarily in 
connection with the strategic planning by the Department of Defense. 

2. To be available, in the event of an emergency affecting foreign petroleum 
supplies, to prepare plans of action designed to alleviate resulting shortages. 

All of these Government officials emphasized that, if the amendments were not 
put into effect so that there could be approval by the Attorney General, the 
voluntary agreement would be canceled and there would be no basis for the 
establishment of a new voluntary agreement in the event of an emergency. 

The representatives of all of the companies that were participants in the volun- 
tary agreement and members of the Foreign Petroleum Supply Committee ex- 
pressed the view that the voluntary agreement could not be nearly as effective 
in the preparation of information for the Government under the amendments 
as it had been in the past. They seriously questioned whether, with the limita- 
tions imposed by the amendments, the information prepared by the Foreign 
Petroleum Supply Committee would be adequate for the defense-planning pur- 
poses for which the Government wanted the information. 

For this reason, the company representatives suggested that the agreement 
either be canceled or that the committee be put on a standby basis to be available 
in the event of an emergency. 
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The Director of the Office of Defense Mobilization and the representatives 
of the Departments of the Interior, Defense, and Justice all concurred in the 
view that the operations could not be as effective as in the past. Nevertheless, 
they urged that the companies participate in the agreement as amended and try 
out for some period of time operations under the amendments. They said that, 
if the operations proved ineffective under the agreement as amended, further 
consideration would be given to the amendments. 

All of these Government officials, including Judge Barnes, the then Assistant 
Attorney General, emphasized that the amendments were not intended to apply 
to operation under a plan of action in the event of an emergency. 

On this basis, the participants in the voluntary agreement accepted the request 
to participate in the agreement as amended in the spring of 1956, and the Foreign 
Petroleum Supply Committee was appointed in July 1956, but no meeting was 
held prior to Egypt’s nationalization of operations of the Suez Canal. 


ORGANIZATION OF MEEC 


On July 26, 1956, Egypt nationalized the operation of the Suez Canal. This 
raised a threat of a stoppage of the transportation of oil through the canal. 

On July 31, 1956, Dr. Flemming, Director of the Office of Defense Mobilization, 
wrote Secretary of the Interior Seaton, stating that he felt that it would be ap- 
propriate for the Secretary to find that an emergency existed and to submit to the 
Foreign Petroleum Supply Committee a request for the preparation of a plan or 
plans of action to meet the threat caused by the possible loss or stoppage of the 
Middle East pipelines, the stoppage of the Suez Canal, or loss of both the pipe- 
lines and the canal. 

On August 1, 1956, the Secretary of the Interior responded to Dr. Flemming, 
stating that he determined that an emergency existed outside the United States 
which required an immediate plan or plans of action designed to prevent, elimi- 
nate, or alleviate a threatened shortage of petroleum supplies. He stated that he 
would request the Foreign Petroleum Supply Committee to prepare and submit 
in writing to him a plan or plans of action for the solution of the supply prob- 
lems which might result from the threatened stoppage. 

A copy of this letter was sent to the Attorney General, notifying the Attorney 
General of the Secretary’s intention to request the preparation of a plan of 
action. 

Shortly after this exchange of letters, the lawyers for the companies were 
contacted by the Office of Oil and Gas to work with the Government in the 
preparation of a draft of a plan of action to meet the threatened stoppages 
in the Middle East. The Government worked with the lawyers for the com- 
panies in the preparation of a draft plan of action between August 1 and 7, 1956. 

During this period, Mr. Stewart, of the Office of Oil and Gas, who was chair- 
man of the Foreign Petroleum Supply Committee, issued a call to all of the 
members of that Committee to attend a meeting on August 7, 1956, in New York. 
The purpose for this meeting, as stated in the call, was to consider the request 
for a plan of action. 

At the meeting of August 7, 1956, Mr. Stewart, the chairman, informed the 
members that he and Mr. Gately, also of the Office of Oil and Gas, had met with 
some of their attorneys and had done some work on a preliminary draft of a 
plan of action. This preliminary draft, based principally upon the plan of action 
in effect during the Iranian crisis, was then circulated among the members at 
meeting and the chairman read the preliminary draft, and comments and sug- 
gestions were made as each section was read. 

At the conclusion of this discussion, it was suggested that a group of 9*tor- 
neys be constituted a drafting committee to redraft the plan of action. This 
drafting committee met with Mr. Gately and redrafted the ageement and returned 
with it to the meeting in the afternoon. Minor changes were made in the re- 
drafted plan at the time and the plan of action was then approved by the com- 
mittee and was taken to Washington by the Office of Oil and Gas for discussion 
with the Department of Justice and other interested Government agencies. 

The plan of action was approved by the Government on August 10, 1956, and 
requests were sent to the participants to participate in this new plan of action. 

The plan of action provided for the establishment of a Middle East Emergency 
Committee and subcommittees with industry chairmen and industry staff. Only 
two types of activities were authorized : 

(1) At the request of the Government, to obtain, prepare, and submit 
to the Government information necessary to serve as a basis for the develop- 
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ment of measures designed to alleviate shortages resulting from any Middle 
East petroleum transport stoppage ; and 

(2) In the event of a finding by the Administration that a Middle East 
peroleum transport stoppage existed, to prepare schedules covering coopera- 
tive action by the participants in the plan and other persons engaged in 
foreign petroleum operations to alleviate resulting shortages. 

All of these activities are under the direct supervision and control of the Gov- 
ernment, particularly the Secretary of the Interior and the Assistant Secretary of 
the Interior for Mineral Resources. These officials are jointly defined as the 
Administrator and the Director of the Voluntary Agreement. 


ACTIVITIES AND SCOPE OF MEEC 


MEEC’s powers and limitations: I should like, if I may, to clear up at this point 
some of the misconceptions that seem to have arisen as to what the Middle East 
Emergency Committee is and as to what it can do—more importantly still, what 
it cannot do—and as to how it operates. The principal points that it is necessary 
to bear in mind in this regard are: 

1. Participation in the plan and in the activities of the committee have been at 
the express request of the Government. Neither the committee nor the par- 
ticipants have any control over the selection by the Government of participants. 

2. Participation in the committee by any oil company is purely voluntary, that 
is to say, the committee has no power to direct any company or person, whether 
a member of the committee or a nonmember, to take any action of any kind what- 
soever. 

3. The committees operate under the complete direction and control of the Gov- 
ernment. All meetings are called by the Government. All meetings are attended 
by representatives of the Government. Any representative of any Government 
agency can attend any meeting of the committees. No private person can attend 
any meeting of the committees unless designated to do so by the Government. 

The agenda for each meeting is prescribed in advance by the Administrator or 
Director, and copies of this agenda and notice of each meeting are given to repre- 
sentatives of the Attorney General. 

The Director of the voluntary agreement and a representative of the Adminis- 
trator, having offices adjoining the office of the committee, are present not only 
at committee meetings but are present at all times to observe the work of the staff 
members and committee representatives. Meetings are held in a conference room 
maintained by the Government. 

The minutes of meetings of the committees are under the control of the repre- 
sentatives of Government officials and must be certified by such officials to be 
full, complete, and accurate accounts of the meetings. 

In fact, not only are meetings attended by representatives of the Department 
of the Interior, but representatives of the Antitrust Division of the Department 
of Justice have been present at all meetings of the committee and subcommittees 
since the reactivation of the committee on December 3, 1956. Frequently meet- 
ings are also attended by representatives of the Department of Defense, the De- 
partment of State, and the Office of Defense Mobilization. 

4. Under the plan of action that was promulgated by the Government in August 
1956, and that as amended is still in effect, the committees can engage in 2, and in 
only 2, general types of activity : 

(a) Upon the request of the Government, the committees gather informa- 
tion, make estimates, and submit recommendations to the Government; and 

(b) Following the declaration by the Government of a Middle East trans- 
portation stoppage, the participants take action pursuant to schedules ap- 
proved by the Government or pursuant to the request of foreign governments 
that have been designated by the Government. 

No schedule can be recommended to the Government unless it has been unan- 
imously recommended by a subcommittee and approved by the main committee. 
No action can be taken under a proposed schedule until it has been approved by 
the Administrator. 

Since any action to be taken under a schedule is entirely voluntary, all sched- 
ules must in effect be unanimously approved by all of the participants in the 
plan. In fact, all schedules, reports and recommendations have been unani- 
mously approved. The Administrator may either approve or disapprove a rec- 
ommended schedule. Even after he has approved a schedule he may modify or 
change it. 
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Once a schedule has been approved by the Government, participants are under 
an obligation to use their best efforts to implement it according to its terms and 
conditions, but the committee has no power to compel compliance by any member 
with a schedule. 

5. The MEEC has no authority to exercise power over the production of oil 
in the United States. 

6. The MEEC has not been authorized by the United States Government to 
allocate petroleum supplies and has not attempted to do so. 

7. The MEEC has no authority to buy or sell oil. 

8. The MEEC has no authority to operate a tanker pool, or any other pooling 
arrangement. 

9. The MEEC has no authority to deal with domestic petroleum operations, 
except to the limited extent that actions may be taken within the United States 
by participants in the plan under schedules approved and issued by the Govern- 
ment that will make available petroleum or petroleum facilities to the foreign 
areas affected by the Middle East petroleum transport stoppage. 

10. The committee does not take any action or make any recommendations 
(a) with respect to the prices of crude or products, (b) with respect to tanker 
rates, or (c) with respect to the commercial or financial aspects of actions taken 
by members of the committee, by participants in the plan of action or by other 
persons. 

These are the salient features of the plan of action that was promulgated by 
the Government in August of 1956 when a Middle East petroleum transportation 
stoppage threatened. The committee was appointed and held its first meeting 
on August 24. In addition to organizational matters, the Committee considered 
a request from the Administrator, dated August 22, to prepare and keep current 
data in respect of foreign petroleum operations necessary to forecast the effect 
of any Middle East stoppage and to serve as a basis for the development of 
schedules. 

The Administrator appointed six functional subcommittees to do the detail 
work in the collection and preparation of this information: The supply and 
distribution subcommittee, the production subcommittee, the refining subcom- 
mittee, the pipeline transportation subcommittee, the tank transportation sub- 
committee, and the statistical subcommittee. 


FIRST PHASE ACTIVITIES OF MEEC 


During the period from August 24 until the blocking of Suez and the Iraq pipe- 
line in early November, the committee assembled a vast amount of informa- 
tion at the request of the Government. 

As some indication of the amount of work that has been done, I have here 
copies of the minutes of the meetings that were held during this period and of 
the various reports and of the papers containing the information and estimates 
that were made available to the Government pursuant to its request. 

From the time the committees were organized, they have held more than 80 
sessions and the average attendance per session has been approximately 30 
people. In addition, a sizable staff has been continuously working in assisting 
the committee in carrying out the work requested by the Government. 

The information that was obtained between the first meeting on August 24 
and the Middle East oil transport blockages in November made it apparent that 
to alleviate Western Europe’s petroleum shortages in the event of such blockages 
would require coordinated efforts on the part of the participants and other per- 
sons; to rearrange petroleum movement so as to bring about the most effective 
utilization of available tanker transport. 

The principal rearrangement indicated as necessary was to divert to Europe 
to the fullest extent practicable petroleum supplies otherwise moving from the 
Middle East to the North American east coast and to obtain additional supplies 
of petroleum from the United States gulf and the Caribbean, to substitute for 
these supplies as well as to increase direct shipments of Western Hemisphere 
oil to Europe. 

The committee, in September, prepared reports indicating the extent to which 
oil could be shipped to Europe in the event of a closing of the Suez Canal and 
in the event of a stoppage of oil through the pipelines. 

As previously indicated, these reports were of a statistical nature only and 
were based on the premise that production and diversions of tankers would be 
arranged so as to make the largest amount of oil possible available to Europe. 
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The committee recognized that, in endeavoring to reach the objective indi- 
cated as theoretically possible by these statistical reports, practical difficulties 
would be encountered and that serious policy problems would be raised in sup- 
plying Europe with oil which were outside the scope of the committee. 

The committee, however, felt an obligation to point out to the Government 
some of the problems which might require governmental action that would arise 
as a result of attempting to supply Europe with oil. 

As a result, the committee met with governmental representatives in Washing- 
ton on September 19, 1956. The governmental representatives at this meeting 
were Dr. Flemming from the Office of Defense Mobilization, Mr. Beckner of the 
Department of State, Major General Cotulla and 2 assistants from the Depart- 
ment of Defense, Mr. W. R. Burgess of the Treasury Department, Mr. Stull of 
the Department of Commerce, Mr. Fugate of the Department of Justice, Mr. 
Wormser and 6 assistants from the Department of the Interior. 

At this meeting of the committee the chairman pointed out that the reports 
made by the committee were statistical in nature and that the carrying out of 
the kind of redistribution that was assumed in preparing the statistics would 
involve many extremely difficult problems. He enumerated these problems to 
the Government officials present. The problems were: 

1. The method or procedure for eliminating Middle East imports into the 
United States east coast. The chairman indicated that while some Government 
action might be required to remedy this problem, it was the belief of the com- 
mittee that it was likely that the problem would be solved without Government 
action. 

2. The possibility that there would be a serious upward pressure on tanker 
=e and a serious upward pressure on petroleum prices at sources nearest 

urope. 

3. The redistribution of petroleum movements would result in the necessity 
for the use of abnormally high cost methods of transportation even within the 
United States. The chairman pointed out that such domestic matters were 
outside the scope of the committee, but the committee felt it desirable to call this 
problem to the attention of the Government. 

4. The distribution of the shutback in production among the Middle East 
countries that might be necessary if a Suez stoppage occurred raised a problem 
of international relations and the effect on the economy of these Middle East 
countries. The committee recommended that no attempt be made to work out 
in advance any methods of distributing such shutback but rather that the Gov- 
ernment wait to see what inequities developed and then consider the action to 
be taken. 

The Government representatives recognized that most of these problems 
involved policy questions which could only be determined by the United States 
Government and were not matters to be acted on by the committee or its partici- 
pants and that the Government would continue to follow the problem and study 
the matter to determine what, if any, action should be taken. 

In November 1956, after the commencement of hostilities in the Middle Bast 
and the closing of the canal and the IPC pipelines, the Government determined 
that, in view of the delicate nature of the situation, no meetings of the committee 
should be called until the situation could be clarified and the Government’s 
overall policy announced. However, the Government encouraged the individual 
companies to take whatever steps were available to them to rearrange their 
movements so as to increase petroleum supplies to their customers in Europe 
from other sources to make up for the loss of such a substantial part of the 
Middle East supplies. The individual companies were able to accomplish a 
great deal during November—in part as a result of the analyses that had been 
made by the committee and subcommittees in September and October. 


SECOND PHASE ACTIVITIES BY MEEC 


On December 38, 1956, at the request of the Director of the Office of Defense 
Mobilization, the Administrator reactivated the committee and requested that the 
committee immediately begin to prepare schedules for cooperative actions to offset 
the loss of the Middle East supplies. 

Pursuant to this request, the committee and its subcommittees immediately 
began preparation of schedules and forwarded two such schedules to the Admin- 
istrator on December 6, 1956, just 3 days after the reactivation. These two 
schedules were issued by the Administrator on December 7, 1956, and the partici- 
pants in the plan immediately began working out cooperative rearrangements to 
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implement the schedules. Schedules 1 and 2 related primarily to the diversion 
to Europe of Middle East supplies moving to the North America east coast, the 
rearrangement of movements to keep the remaining supplies from the eastern 


Mediterranean in the Mediterranean area rather than moving them on the 


longer haul to northwest Europe, the utilization of backhaul movements or 
substitution of Persian Gulf crude oil to the South America east coast so as to 


permit additional supplies to move from the Caribbean to Europe, and the 


diversion to Europe of supplies from the Caribbean moving to the North America 
east coast to the extent that there were replacement supplies available at. the 
United States gulf. In January the committee recommended two additional 
schedules: Schedule 3, relating to rearrangements of movements of supplies in 
the Far East area so as to bring about the most effective tanker utilization, and 
schedule 4, concerning rearrangement of pipeline flows within the United States 
so aS to make available more petroleum supplies at the United States gulf for 
movement to Europe or to the North America east coast to replace Middle East 
imports. These two schedules were approved and issued by the Administrator 
on January 24, 1957, although schedule No. 4 was subsequently modified to 
require 72 hours’ notice to the Administrator before action could be taken. 

In addition to the development of schedules, the committee and subcommittees 
have been actively engaged in keeping current and reviewing at frequent inter- 
vals quantities of information concerning foreign petroleum operations neces- 
sary to evaluate the foreign supply situation and to bring to light further 
possibilities for additional schedules. The committee and subcommittees have 
also reviewed on a current basis progress made in. implementing schedules 
already approved and pinpointing problems that had been encountered in such 
implementation. 

For example, the most recent review shows that the imports from the Middle 
East to the North America east coast have been reduced from 331,000 barrels 
per day to 8,000 barrels per day in March in accordance with schedule No. 1. 
Of this 300,000 barrels per day reduction, about 200,000 barrels per day were 
replaced with supplies from the United States gulf and about 100,000 barrels 
per day were replaced with supplies from the Caribbean. There have been 
substantial actions also in implementation of the schedule calling for rearrange- 
ment of movements to keep the remaining supplies from the eastern Mediter- 
ranean in the Mediterranean area rather than moving them on. the longer haul 
to northwest Europe. The latest estimates indicate that movements from the 
eastern Mediterranean to the European Mediterranean area have been increased 
from an original estimate in December of 164,000 barrels per day to 287,000 
barrels per day in March as a result of these diversions. 

After accomplishing the major transportation savings associated with sched- 
ule 1, a difficult problem is presented under schedule 2 dealing with the diversion 
of Venezuelan supplies to Europe to the extent that remaining United States 
gulf supplies are available for further substitution. Available estimates indi- 
cate a movement of some 750,000 barrels per day of crude oil from the Caribbean 
to North America east coast in March compared with the normal fourth-quarter 
movement of 679,000 barrels per day. It may be of interest to the committee to 
note that of this amount 530,000 barrels per day comes to the United States 
and 220,000 barrels per day goes to Canada. These estimates, which as yet do 
not reflect the effect of increased Texas allowable crude oil production, also 
indicate a movement from the United States gulf to Europe in the order of 
170,000 barrels per day, in March. 

The question has been raised, since Venezuela is somewhat closer to Europe 
than the United States gulf, as to why Venezuelan crude imports into the United 
States are not diverted to Europe to replace the 170,000 barrels per day of 
United States crude moving to that destination and the 170,000 barrels per day 
of United States crude moved, in replacement of the same amount of Venezuelan 
imports, to the United States east coast. For each 100,000 barrels daily of 
such diversion, there would be released the equivalent of 6 T-2 tankers, which 
could haul only 8,000 barrels per day to Europe frem the Persian Gulf via the 
cape. Consequently, to divert to Europe the crude oil moving from the Carib- 
bean to the North America east coast to the full extent of 170,000 barrels of 
United States gulf crude oil, total European supply would be increased by only 
about 14,000 barrels per day. This is only a fraction of 1 percent of Europe’s 
total requirements of over 3 million barrels per day and less than 2 percent of 
the total emergency assistance to Europe. 

It is thus apparent that the advantage of the suggested substitution is rela- 
tively small. Nevertheless, efforts have been made and some substitution 
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effected. The movement has been reduced from 805,000 barrels per day in Janu- 
ary to an estimated 750,000 barrels per day for March. But questions of crude 
quality, assurance of continuity of crude supply and availability of United States 
flag tankers limit efforts in this direction. With more crude oil supplies made 
available in the United States gulf in March as the result of increased Texas 
allowables, possibilities for further diversion are under active study. 


ALLOCATION OF SUPPLIES IN EUROPE BY THE OEEC 


It was. recognized from the beginning that it would be necessary to develop 
some system of allocating the available supplies among the areas affected by the 
shutdown of the Middle East supplies and, particularly, the countries of Western 
Europe. Otherwise some countries might be receiving almost all of their normal 
requirements while other countries were receiving much smaller amounts. In 
addition, it was recognized that there would have to be coordination between the 
Middie East Emergency Committee and the participants in the plan of action and 
an industry committee in Europe made up of the British and French suppliers. 
The administrator first designated the British Oil Supply Advisory Committee, 
composed of the British companies, as the industry group with which the Middle 
Kast Emergency Committee should cooperate in the preparation of information 
and data. This was the same committee with which the Foreign Petroleum 
Supply Committee had cooperated during the Iranian crisis. Subsequently, a 
new committee made up of the British and French suppliers and named the Oil 
Emergency London Advisory Committee was established by the British, French, 
and Dutch Governments and was designated by the director under the plan of 
action in September 1956, 

When our Government decided, early in December, to request the MEEC to 
undertake action, it directed the MEEKC that it should, pursuant to our Govern- 
ment’s policy, deal with the OEEKC, its oil committee and its industry advisory 
committee that is known as OPHG. 

The MEEC was at the same time informed by our Government that the alloca- 
tion among European countries of supplies of petroleum made available to 
Europe under the program to supply Europe with oil were to be made by OBEC. 
The Government view on this was expressed by Mr. Moline of the State Depart- 
ment when he appeared at meeting No. 7 of the MEEC on December 3, 1956. 
In this regard, the minutes of that meeting read as follows: 

“Mr. Moline stated that last August it had been considered by the State De- 
partment that it would be advisable to enlist the support of the OEEC in this 
operation in order that the questions of allocating supplies or shortages among 
the European countries could be done on a governmental level rather than by the 
individual companies or by the United States Government. He stated that the 
organizational setup that had been visualized at that time consisted of the 
utilization of (1) the oil committee of OHEC as a means of working out equitable 
distribution of supplies among the European countries and also for determining 
the advisability of any deviations from whatever equitable distribution was 
developed; (2) industry advisory committees within each of the member coun- 
tries of OEEC; and (3) the Oil Emergency London Advisory Committee to pre- 
pare the detailed information and do the same kind of work that would be done 
on this side by the Middle East Emergency Committee because inactive, the 
European countries had considered various possibilities of revising their organi- 
zational arrangements and had now decided to abandon the original idea of 
OELAC but to establish as an adjunct of the Oil Committee of OEEC an organi- 
zation to be known as the OEEC Petroleum Advisory Group (OPEG). 

“He stated that the members of this new group would be the same as those 
of OELAC, that is, British Petroleum, Shell, and CFP. He also stated that 
OEEC was anxious that American companies participate in this organization 
and it had been for that reason that the State Department was anxious to have 
the new language in section 4 of the plan of action to make it clear that the 
participants could cooperate with this group as well as with the industry com- 
mittees of the various OEEC member countries. He also stated that the United 
States delegation to OEEC had already indicated a need for more oil expert 
assistance and that it might be helpful if European representatives of partici- 
pants could act as consultants to the delegation. Mr. Moline then stated that 
the OEEC had been doing a great amount of work in developing information as 
to the extent of shortages and that from the information that he had received 
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it appeared that very serious situations were developing in many countries and 
in many industries. He stated finally that the State Department would be glad 
to obtain from the OEEC any information that the Middle East Emergency 
Committee felt necessary.” 

> te co a * * + 

“Mr. Moline stated that it was the present view of the State Department that, 
in the light of the volume involved and other factors, there would not be any 
need at this time for the Committee to affect petroleum supplies to the Far East 
or other foreign areas, apart from Western Europe, except to the extent that 
there might be some tanker savings possible, and that in preparing schedules 
the Committee and subcommittees should work on the assumption that the short- 
age would fall primarily against Western Europe. 

“He stated that if it should develop subsequently, on the basis of later infor- 
mation, that it would be necessary to affect the amount of supplies to these 
other areas, the question would be reconsidered by the State Department and 
the Committee would be so advised. In this connection, Mr. Moline stated that 
one of the reasons for the State Department’s decision to work through the 
OEEC in Europe was to place the problem of allocating supplies among the 
member countries of that organization on that governmental agency rather than 
upon the United States Government or the participants in this plan of action. 
In response to a question, he stated that it would be entirely consistent with 
the State Department policy for any individual company to decide to limit its 
stocks in foreign areas other than Western Europe in order to increase supplies 
for the latter area, but that the committee at present would not have any such 
responsibility.” 

The committee may be interested in the system of allocations that had been 
established in this regard by the OEEC and the manner in which these OEKEC 
allocations are effectuated. As the committee is aware, the OEKEC is a purely 
voluntary organization of 17 separate sovereign European governments. Last 
January the OEEC governments reached agreement upon a program for the 
allocation of oil among the 17 countries participating in the OEEC allocation 
program. That program has two basic provisions. It provides for a general 
percentage allocation and for allocation of a set-aside reserve for hardship 
cases. 

The governments of the OEEC countries agreed that the general shortage of 
oil in Europe should, in the first instance, be distributed equally among the 17 
participating countries. For example, the OEKEC estimated the total amount of 
supplies that would be available for Western Europe during any given forward 
period. From this total amount of supplies estimated to be available there was 
subtracted 200,000 tons for each of the 10-day periods within the forward period 
in question. It was next determined what percentage of total Western European 
normal requirements could be met by the remaining supplies estimated to be 
available, assuming, for the sake of example, that during the period in question 
after the setting aside of the 200,000 tons for each 10-day period there would be 
available supplies sufficient to meet 70 percent of total Western European sup- 
plies. Then the OKEC directed that the supplying oil companies should make 
arrangements to see to it that this 70 percent of normal supply should be equally 
distributed among the 17 countries so that each would receive 70 percent of its 
normal requirements. The OKEC Oil Committee, composed of representatives of 
the governments of the 17 OEEC countries, then reviewed the requirements of 
particular countries and directed the oil companies engaged in supplying the 
OEEC countries as to what amounts of the 200,000 tons of set-aside supplies 
should be distributed to which countries. This is the OEEC allocation program 
that is now in effect. I have here a set of papers which I now hand to the 
committee which illustrates the manner in which this program works. 

There are several aspects of the OBEC allocation program that deserve par- 
ticular comment. In the first place, it should be noted that statements of 
requirements are assembled by the governments and not by the companies sup- 
plying oil to Western Europe. In the second place, it should be noted that the 
general allocation is established by the OEEC governments’ representatives. In 
the third place, it should be noted that the allocation of the 200,000 tons set 
aside is likewise specifically allocated by quantities, by types of crude and prod- 
uct, and by countries, by the OEEC Oil Committee, composed of government 
representatives. The only role played by the companies who supply Europe with 
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oil is to so arrange the movements of oil that those movements carry out the 
allocation program established by the OKEC. Finally, I should mention that the 
OEEC has now extended the 10-day period to 30 days so that instead of having 
a set-aside of 200,000 tons for each 10-day period there will be set aside 600,000 
tons for each 30-day period, but in other respects the program will operate in the 
future as it is operating at the present time. 

As you gentlemen know, some of our Government officials concerned with the 
MEEC and some of the MEEKC officials, including myself, spent the week of Feb- 
ruary 3 to 10 in Europe working with the oil committee of the OEEC and its 
advisory committee that is known as OPEG. MEEC representatives were keenly 
aware of the delicate international relationships in connection with emergency 
oil supplies to Europe. 

All meetings of the MEEC group with any representatives of any foreign 
government were not only attended by a representative of the Department of 
the Interior, a representative of the Department of Justice, but also by rep- 
resentatives of the staff of Ambassador George W. Perkins, Chief cf the United 
States Mission to NATO. Indeed, before the meeting with the OFEC Oil Com- 
mittee in London, the MEEC group attended a briefing session that was held 
in the office of Ambassador Perkins in which they were briefed by Minister Fred- 
erick B. Payne, Director, Office of Economic Affairs, International Cooperation 
Administration, Minister to Ambassador Perkins, and other meinbers of Ambas- 
sador Perkins’ staff who attended the meeting with the OELO oil committee. 
On every occasion the MEEC representatives made a full, frank presentation 
of the situation, illustrating and discussing the problems involved. The Chair- 
man of the OKEC oil committee, Mr. Angus Beckett, expressed deep appreciation 
for the efforts of the MEEC which, he felt, had been successful under difficult 
circumstances. 

In closing I would like to point out that the principles and procedures used 
by the Middle East Emergency Committee to meet successfully this emergency 
are not new. They formed the basis for coordinated oil industry effort to meet 
the needs of the United States and its allies in World War II and the Korean 
war. I had the privilege of the responsibility for this coordination in the 
United States Government wartime agency, the Petroleum Administration for 
War. I can state from actual experience that, without this coordination and 
the wholehearted effective cooperation of all segments of the oil industry, the scale 
of our military operations would have been limited by lack of adequate supplies 
to fully meet military requirements. 

After the war the Military Petroleum Advisory Committee (later the Military 
Petroleum Advisory Board) was formed to advise the Defense and Interior 
Departments in the evaluation of petroleum needs of strategic defense plans as 
evolved by the Joint Chiefs of Staff. The Foreign Petroleum Supply Committee 
has been the source of information of potential wartime oil supplies from foreign 
sources. Many thousands of man-hours and work have been devoted to this 
coordinated planning. The willingness and enthusiasm of men of the oil industry 
to provide their time and efforts, experience and knowledge to these complex 
petroleum defense problems is a precious asset to our national security. 

When the Iranian crisis arose, President Truman caused the creation of the 
Foreign Petroleum Supply Committee to provide a coordinated effort to replace 
from other sources the supplies which had previously come from the nationalized 
oil operations in Iran. The effort was successful in accordance with policies 
supported by our Government. 

I mention this record to provide a background to illustrate why, when the 
present emergency became imminent and actually took place, the American 
companies concerned abroad were organized at the instance of President Eisen- 
hower through the Middle East Emergency Committee in the same ways as has 
proved effective in the past. 

We in the oil industry who have participated in these activities are very proud 
of our industry’s record. People in the oil industry, experienced in the appli- 
eation of coordinated industry effort to meet emergency situations, cunstitute 
an insurance reservoir that can be called on at short notice to meet such situa- 
tions as our industry or country may face. We have not failed to meet previous 
emergencies as they have arisen and I know the Middle East Emergency Com- 
mittee has not failed and will not fail in this one. 

(The charts referred to are as follows :) 
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Iw Western Hemisphere Oil Supplies 
For Europe—North and Western Africa 
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Oil supplies for Europe, north and west Africa 
(Thousands of barrels daily] 
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Senator O’Manonry. You may now proceed from whatever spot 
you please. 

Mr. Coteman. Starting, therefore, on page 23: 

Activities and scope of MEEC; MEEC's powers and limitations. 

I should like, if I may, to clear up at this point some of the miscon- 
ceptions that seem to have arisen as to what the Middle East Emer- 
gency Committee is and as to what it can do—more importantly still, 
what it cannot do—and as to how it operates. 

The principal points that it is necessary to bear in mind in this 
regard are: 

1. Participation in the plan and in the activities of the committee 
have been at the express request of the Government. Neither the 
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committee nor the participants have any control over the selection by 
the Government of participants. 

2. Participation in the committee by any oil company is purely vol- 
intar y, that is to say, the committee has no power to direct any com- 
pany or person, whether a member of the committee or a nonmember, 
to take any action of any kind whatsoever. 

3. The committees operate under the complete direction and control 
of the Government. All meetings are called by the Government. AI] 
meetings are attended by representatives of, the Government. Any 

representative of any Government agency can attend any meeting of 
the committees. No private person can attend any meeting of the com- 
mittees—that refers to the main committee and the subcommittees— 
unless designated to do so by the Government. The agenda for each 
meeting is prescribed in advance by the administrator or director, and 
copies of this agenda and notice of each meeting are given to repre- 
sentatives of the Attorney General. 

Mr. McHven, Mr. Coleman, excuse me for interrupting at this 
point. 

Initially, wasn’t membership in MEEC confined just to companies 
who had foreign operations ? 

Mr. Coteman. That is true—it was not confined, that was the choice 
of the Government, they just selected companies that had foreign 
operations. 

Senator Witry. Restricted because of the Government action, not 
because of your action ? 

Mr. Coteman. Exactly. 

Mr. McHveu. But did not the plan by its terms initially confine 


its membership to companies who were engaged in overseas or foreign 
operations ? 


Mr. Hammron. That is correct. 

Mr. Coteman. That is right. 

Mr. McHvuen. Then I understand the plan was amended later on to 
permit other participants who may be engaged in simply domestic 
operations ? 

Mr. Coreman. Correct. 

Mr. McHven. Initially, do you know whether or not all companies 
who had overseas or foreign operations were invited to participate 
in MEEC? 

Mr. Coteman. That would be a matter for Government to answer. 
There may have been companies, relatively minor operations, that 
were not asked. 

This is, of course, mainly a transportation matter, and I think it 
was the choice there that had to do with those companies that pro- 
duced and transported and refined and marketed oil. 

Mr. McHvueu. Were there any companies who either produced or 
transported, marketed, or refined oil abroad who were not initially 
members of MEEC? 

Mr. Coreman. Well I know, for example, Senator Neely mentioned 
Seaboard Oil. Seaboard Oil is not a member of the committee, but I 
- not familiar enough with their operations to know whether they 

transport oil. Apparently, they are producing it as well, as Senator 
Neely mentioned. 

Mr. McHveun. Sun Oil Co. is not a member; is that correct? 
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Mr. Coteman. That is correct. 

Mr. McHvueu. To your knowledge, does Sun Oil Co. have foreign 
operations of some nature in oil? 

Mr. Coreman. At one time they had production in Venezuela and 
they pulled out of Venezuela before the war. Now whether they have 
gone back or not, I just do not know. 

Mr. McHueu. Do you happen to know whether or not they are 
importing from the Middle East, or have they imported from the 
Middle East? 

Mr. Coteman. They have purchased oil from others and imported 
Middle East oil into the United States. 

Mr. McHueu. Do they have any tankers of their own? 

Mr. Coteman. They have tankers of their own, certainly. I do not 
know that in that particular case those were chartered tankers. You 
have undoubtedly seen in the papers the suit they have brought against 
Niarchos—that is a Greek shipowner, sir. 

Mr. McHuen. Since they import from the Middle East, and pre- 
sumably have some of their own tankers, they would have an interest, 
as the other companies have, in the participation in the MEEC plan of 
action? They would be affected by it, presumably ? 

Mr. Coteman. Yes; they would be affected. 

Mr. McHvueu. Was there any discussion at any MEEC meeting 
concerning why Sun was not a member? 

Mr. Coteman. To my knowledge there was never any discussion of 
who was included or who should be included. That was purely a 
matter of Government choice. 

Mr. McHueu. There was never any recommendation made by 
MEEC, or by you as chairman, to the Government concerning any 
participants ? 

Mr. Coteman. No. I was asked at one time with respect to partici- 
pation of companies or individuals in domestic operations, and I ex- 
pressed the view that I would be very glad indeed to have anyone 
added. As I said yesterday, we were very anxious that everyone 
should be fully informed as to the activities of the committee. 

Mr. McHvueu. Have you ever been advised by the Government as 
to whether or not Sun was invited, or the reasons why they are not a 
member of MEEC? 

Mr. Coteman. Not to my recollection. 

Shall I proceed, sir? 

Mr. McHoueu. Please. 

Mr. Coteman. The director of the voluntary agreement and a rep- 
resentative of the administrator, having offices adjoining the office of 
the committee, are present not only at committee meetings but are 
present at all times to observe the work of the staff members and com- 
mittee representatives. Meetings are held in a conference room main- 
tained by the Government. 

The minutes of meetings of the committees are under the control of 
the representatives of Government officials and must be certified by 
such officials to be full, complete, and accurate accounts of the meetings. 
In fact, not only are meetings attended by representatives of the 
Department of Interior, but representatives of the Antitrust Division 
of the Department of Justice have been present at all meetings of the 
committee and subcommittees since the reactivation of the committee 
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on December 3, 1956. Frequently meetings are also attended by rep- 
resentatives of the Department of Defense, the Department of State, 
and the Office of Defense Mobilization. 

In fact, Senator, it is hard to move sometimes without bumping 
into a Government man. 

Senator O’Manoney. I have heard that said. [Laughter.] 

Mr. Coteman. I am talking in a physical sense, sir. 

Senator Witey. You mean that is true in New York and elsewhere, 
as it is in Washington ? 

Mr. Coteman. It is true in the meeting room of our committee, sir. 

4. Under the plan of action that was promulgated by the Government 
in August 1956, and that as amended is still in effect, the committees 
can engage in 2, and in only 2, general types of activity: 

(a) Upon the request of the Government, the committees gather 
information, make estimates, and submit recommendations to the 
Government; and 

(6) Following the declaration by the Government of a Middle 
East transportation stoppage, the participants take action pursuant 
to schedules approved by the Government or pursuant to the request 
of foreign governments that have been designated by the Government. 
No schedule can be recommended to the Government unless it has 
been unanimously recommended by a subcommittee and approved by 
the main committeee. No action can be taken under a proposed 
schedule until it has been approved by the Administrator. Since any 
action to be taken under a schedule is entirely voluntary, all schedules 
must in effect be unanimously approved by all of the participants in 
the plan. 

In fact, all schedules, reports, and recommendations have been 
unanimously approved. The Administrator may either approve or 
disapprove a recommended schedule. Even after he has approved a 
schedule he may modify or change it. Once a schedule has been 
approved by the Government, participants are under an obligation 
to use their best efforts to implement it according to its terms and 
conditions, but the committee has no power to compel compliance by 
any member with a schedule. 

5. The MEKC has no authority to exercise power over the produc- 
tion of oil in the United States. 

6. The MEEC has not been authorized by the United States Gov- 
ernment to allocate petroleum supplies and has not attempted to do so. 

Mr. McHven. Mr. Coleman, in connection with the schedules, I 
understand, from what you are saying, that any action taken by the 
members of MEEC must be taken pursuant to one or more of the 
schedules ? 

Mr. Coteman. Right. 

Mr. Hammron. Or the request of a foreign government pursuant 
to section 4. 

Mr. McHven. Which may be done in the absence of a schedule? 

Mr. Hamiiron. Yes, if the government has been designated by our 
Government. 

Mr. McHvueu. I want to get that clear, Mr. Hamilton. 

Pursuant to section 4, action may be taken by an American com- 
pany if at the request of a foreign government which has been desig- 
nated by our Government ? 
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Mr. Hamiunron. That is right. 

Mr. McHven. That action may be taken in the absence of a spe- 
cific schedule describing the type of action that is to be engaged in? 

Mr. Haminton. That is correct. And there is one further condi- 
tion, and that is that any participant taking such action must keep 
such records and make such reports of that action as our Government 
may require. 

Mr. McHueu. But this would not require approval by our Govern- 
ment in advance? 

Mr. Haminton. That is correct. 

Mr. McHvueu. Can you tell us whether or not any specific action 
has been taken by any participants with any foreign governments, 
or representatives of foreign governments, pursuant to this provision ¢ 

Mr. Hamiuron. Mr. Coleman is going to come, later in his testi- 
mony, to the only instance in which our Government has designated 
a foreign government. And that was the designation of the OEEC, 
the Organization for European Economic Cooperation. This provi- 
sion was put into the plan of action because prior to the time it was put 
in, as our minutes meas our State Department said that when the 
program became operative they wanted the European side of it to be 
handled by the OKEC, and the OEEC, as Mr. Coleman will explain 
later in detail, has been designated by our Government as an agency 
of foreign governments with whom the participants should cooperate 
and coordinate their actions. 

Now, they cannot just take any kind of action, it has to be an action 
pursuant to the objective of the plan of action. And the further con- 
dition, as I mentioned, is that the participants must maintain such 
records and make such reports of any action as our Government may 
require. 

And, of course, our Government could stop that kind of activity at 
any time by withdrawing the designation. 

I think Mr. Coleman, later on, will describe that in detail, Mr. 
McHugh. 

Mr. McHven. At this point, may I ask you whether or not any of 
the participating American members of MEEC could enter into 
transactions with companies abroad, English, Dutch, or French, for 
example, pursuant to this provision that you have spoken of ? 

Mr. Hamitron. Well, I think when Mr. Coleman gets to that point 
in his statement, you will see that, he describes it in detail, the OEEC 
has established a system for the allocation among European coun- 
tries of supplies made available to Europe from all sources, and 
through all efforts, including the efforts of the MEEC. And that 
allocation scheme, which Mr. Coleman will describe in detail, estab- 
lishes the standard procedures and programs for distributing, so to 
speak, the distress resulting from shortages of oil among the Euro- 
pean countries, 

And the directive comes down from OEEC to the various companies 
that operate in Europe, and then they carry out their distribution of 
oil in accordance with their program. 

And that was really the purpose, as I understand the minutes show, 
why our State Department wanted OEEC designated and wanted a 
provision in the plan that would permit the American companies 
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doing business abroad to cooperate with the foreign government 
agency, the OEEC, in carrying out this allocation program. 

Senator O’Manonry. That means all foreign governments repre- 
sented on OEEC ? 

Mr. Hamutron. That is correct, sir. There are 17 of them, and 
then I believe the Government of Spain sits in as an observer. 

Mr. McHuau. The question of the allocation is a very important 

oint, Senator, and I think it would probably be better to let Mr. 
Baten go on and take it up at that point. 

Senator O’Manoney. Mr. Hamilton, will you identify yourself for 
the record? 

Mr. Haminton. Fowler Hamilton, counsel for the MEEC, Middle 
East Emergency Committee. 

Senator Wier. Any relation to Alexander Hamilton? 

Mr. Hamitton. I cannot claim that, sir. 

Mr. Coteman. Mr. McHugh, if I might amplify what Mr. Hamil- 
ton has said, he has referred to this section on the allocation proce- 
dures which I will read. In addition, of course, we are empowered to 
deal with the so-called OPEG Committee, which is the OKEC Petro- 
leum Emergency Committee. 

And we have American observers, just as they have observers here. 
And therefore British, Dutch, or French companies—under those 
circumstances we can make an exchange and so forth under any of 
our schedules. 

That organization has been designated by our Government. 

Mr. Hamitron. That is only under a schedule. 

Mr. Coteman. It is only under schedule. 

Mr. McHveu. The designation of OEEC authorizes American par- 
ticipating companies to engage in transactions with any of the mem- 
ber companies who make up OEEC ? 

Mr. Coteman. No, sir; the designation—— 

Mr. Hamiutton. Made up by governments. 

Mr. Coteman. The designation, of which Mr. Hamilton was speak- 
ing, of the OEEC oil has only to do with allocation. In addition 
there is a designation of the OLEC emergency group, which is a sup- 
ply group similar to us. They have observers sitting in our meetings, 
and we have observers sitting 1n their meetings. 

For all intents and purposes, they are eligible to participate in 
actions under schedules. 

Mr. Hami.ron. But there are only two, if I may just sum it up, 
sources of authority for action. One is the schedule, and the other 
is action under the OEEC Government allocation program. Those 
are the only two authorities for action as distinguished from the 
authority to get information and make recommendations to the 
Government. 

Senator O’Manoney. Do you recognize any difference between the 
manner in which the petroleum industry, or any other industry for 
that matter, is handled in Europe and the manner in which it is han- 
dled in the United States ? 

Mr. Coteman. Under these circumstances, Senator ? 

Senator O’Manoney. Generally speaking and under the circum- 
stances, too. 
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Mr. Cotzman. Well, that is a very broad question, of course. 

Senator O’Manoney. It was intended to be. 

Mr. Cotrman. And I will try to answer it as specifically as I can. 

But in certain countries there are certain Government controls 
which do not exist in this country. For example, in France, by Gov- 
ernment action refinery runs are allocated between companies, which 
is, you might say, a complete Government direction and allocation of 
industry activities. 

I mention that as one example. Others occurred to a more or less 
degree. There are price controls, even outside of this emergency, in 
some countries which do not exist here. 

Senator O’Manonry. Are any independent participants in the pe- 
troleum industry represented as observers, or otherwise, on OEEC? 

Mr. Coteman. OEEC, sir, is a Government organization 

Senator O’Manonry. I know it. 

Mr. Coreman. Of 17 nations. Now those men are Government 
representatives. I do not know just what their background is. 

Senator O’Manonry. How about OPEG? 

Mr. Coteman. The companies there are British, French, and Dutch 
companies. They are the main major supplying companies. And 
it is very difficult, this definition of an independent. The major 
companies that you deal with in that respect are the Shell, British 
Petroleum, and the Companie Francais des Petroles. 

Senator O’Manoney. Does Standard of New Jersey have any aflili- 
ation with any of the companies on OPEG? 

Mr. Coteman. Any affiliation ? 

Senator O’Manoney. Yes. 

Mr. Coreman. We have no affiliation whatsoever in marketing or 
distribution, that is completely—— 

Senator O’Manoney. ode you have any share in British Petrol- 
eum, for example? 

Mr. Coteman. No, sir. 

Senator O’Manoney. Do you have any share in any other company 
on OPEG? 

Mr. Coreman. No, sir. 

Senator O’Manoney. Do you have any observers there? 

Mr. Coteman. Yes, sir; at these meetings we have. 

Senator O’Manonry. At these meetings ? 

Mr. Coteman. Those companies and MEEC members who have rep- 
resentatives resident in Europe, primarily in London, and meet as 
observers with OPEG. I could get that for you. I mean, there are 
probably 6 or 7. 

Senator O’Manoney. I assume that they are all companies engaged 
in foreign commerce ! 

Mr. Coteman. That is correct, sir. 

Senator O’Manoney. No American companies, producers of crude, 
are observers I suppose ? 

Mr. Coreman. You mean who are concerned only with operations 
in this country ? 

Senator O’Manoney. That is right. 

Mr. Coreman. No, sir. However, all of the activities of OPEG 
and MEEC, of course, are available to the consultants of the Oil and 
Gas Division. 
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Yesterday I was asked with respect to representation of American 
companies, or individuals, on the MEEC. I think that that repre- 
sentation, the equivalent of it, is effectively secured by the consultants 
to the Oil and Gas Division who see all the data of the MEEC. They 
frequently sit in MEEC meetings. They are in a very good position 
to note the effect of the MEEC activities on the domestic industry. 

I might for the record, if I could, mention the names of these 
gentlemen : 

There is Mr. Glenn Neilson of Cody; Mr. Reid Brazell, independent 
refiner in the Midwest; Mr. Ed Warren, former president of the Inde- 
pendent Producers Association of America; Mr. Robert Wood, the 
present president of the IPAA; Mr. Bruce Clardy, an independent 
producer in Texas; and Mr. Harold Decker, also an independent 
producer. 

Mr. Minor Jamison, who is the economist for the Independent 
Producers Association of America, has given very valuable help to the 
Oil and Gas Division in connection with their programing activities. 
He is a thoroughly competent analyst. I have known him for years; 
we were associated together in warwork. So he is particularly 
qualified and frequently sits in on the MEEC meetings. And his 
consulting job is to see to it that the activities of MEEC members 
are fully reflected on this United States program which is currently 
projected by the Oil and Gas Division. 

Senator O’Manoney. I think most of this representation of which 
you speak developed after members of this committee became inter- 

ested in the problem. 


Mr. Coteman. I just do not know. I do not recall the chronology 
of it. 

I know that Mr. Ed Warren the former president of the IPAA, 
became a consultant prior to the starting of activity of this committee. 
I do not know about the others. 

Senator O’Manonry. What was in my mind, sir, was this, that 
schedule 4, which was announced after December—lI have forgotten 
exactly what the date was—permitted MEEC to take certain actions 
with respect to domestic transportation of petroleum in the United 
States. Assistant Secretary Wormser of the Department of Interior 
during his testimony here, said that that would not be approved. 

Do you know whether or not it has been disapproved ? 

Mr. Hamitron. My understanding, Senator, was that it was ap- 
proved before then and subsequently Secretary Wormser, as admin- 
istrator under the plan, sent a direction modifying the schedule and 
saying that no action could be taken under it until 72 hours’ advance 
notice had been given to him. 

And I think, in fact, the facts are, no action has been taken under it. 

Senator O’Manonry. The schedule contains the following statement 
of its purposes, as originally announced: 


The measures that constitute the program that is covered by this schedule are: 
Arrangements to change operations of pipelines and other transportation 
facilities within the United States to increase the volume of deliveries of domestic 
crude oils to the United States gulf coast for delivery to Europe and other 
foreign areas affected by the Middle Bast petroleum transport stoppage or for 
shipment to the United States east coast and Canada east coast in substitution 


for petroleum supplies delivered to Europe and other affected areas in accordance 
with schedules Nos. 1 and 2. 


\ 
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Bach of the participants in the plan of action dated August 10, 1956 (as 
amended, December 3, 1956), will, in good faith, endeavor to take such actions 
pursuant to section 2 of the plan of action as available to it toward carrying out 
this program subject to such limitations as may be imposed by such circum- 
stances as lack of petroleum resources or facilities, governmental restrictions or 
requirements, economic detriment, or other action taken under any schedule. 

This program contemplates that the participants may furnish to the com- 
mittee and may at meetings of the Middle East Emergency Committee or its 
subcommittee, present, exchange, and discuss information that may facilitate 
the taking of actions thereunder, including information as to the situation of 
individual companies. 

The schedule shall remain in effect from the date of its issuance by the 
administrator until March 31, 1957, unless sooner terminated by the admin- 
istrator, providing that in any event, any commitment arising from any action 
that has been undertaken hereunder may be completed according to its terms. 

This was approved and issued January 24, 1957. Secretary 
Wormser has been absent from the city so that we have been unable to 
obtain additional information from him. 

Mr. Hamiutron. I think, if I might, Senator, just add this, that 
about the time you mentioned, Secretary Wormser, as administrator, 
under the plan sent a directive to the committee that no action could be 
taken under this schedule without 72 hours’ prior notice and, in fact, no 
action, according to my recollection has been taken under it, sir. 

Senator O’Manoney. You are aware, are you not—I address this 
question both to Mr. Coleman and to Mr. Rathbone and to you, Mr. 
Hamilton—that an application has been pending for some time for 
the building of a pipeline from Texas to the east coast and that, as 
far as I know, it has not yet been granted. Do you know of any 
oppostion by any member of MEEC to the construction of such a 
pipeline for the transportation of crude oil? 

r. Coteman. I do not know of any opposition. 

Mr. Rarueone. Sir, did you mean east coast or west coast? 

Senator O’Manoney. East coast. 

Mr. Ratrurone. East coast—no; I know of no opposition. 

Senator O’Manoney. Would you have any opposition, sir? 

Mr. Ratueone. To the building of a pipeline from west Texas to 
the east coast ? 

Senator O’Manoney. To transport crude from west Texas to the 
east coast ? 

Mr. Rarueone. If such a pipeline were built, we would use it. 
I do not think we would want to build it, because I doubt if it would 
be an economic operation. 

Senator O’Manoney. You would have no opposition to any such 
plan, if there were one? 

Mr. Ratupone. No, sir. 

Senator Dirksen. May I pursue a minute? 

Why would anybody be opposed? What reason would be assigned ? 

Mr. Ratusone. I do not know, sir. I presume that it is possible 
that tanker operators, independent tanker operators, who had coast- 
wise American-flag ships may feel that such a pipeline would limit 
the ability of their utilization of ships. But that is the only reason 
that I could think of. 

As you probably know, during the war there were two pipelines 
built from the Texas area to the east coast. They were built as a 
national defense measure and they proved extremely valuable during 
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World War II. This would, of course, have a similar value to the 
extent we ever needed it again for those purposes. 

As an economic matter, as I said a moment ago, I do not believe 
personally I would want to put any money in it, because I do not think 
it would prove to be a good investment. But if such a line were avail- 
able, I think we would use it to the extent that we could economically 
do so. 

Senator Dirksen. By uneconomically, you mean it could be done 
cheaper by tanker ? 

Mr. Rarupone. By ships; yes,sir. 

Senator O’Manonry. I am continually getting letters from people 
who are interested in the oil industry but I do not have the time to 
run them all down. However, the representation has been made to 
me that there has been resistance to the building of a pipeline from 
Texas to New York on the part of companies that import from 
Venezuela because the South American oil is cheaper than the other 
oil. That is the allegation that is made. 

Other testimony has been presented to us that 8,000 producing 
wells in the State of Texas have no market because they have no 
transportation facilities to market. Others say that east coast refin- 
eries are not desirous of purchasing this oil. So they would rather 
have it stored in the ground in Texas and in other Western States 
and refine it in the United States because it is cheaper for these 
companies, with offshore production whether in the Middle East or 
in Latin America, to use that oil. 

Do you care to make any comments, any of you in regard to that 
matter ? 

Mr. Raruerone. Well, sir, I think the Jersey company’s position 
with reference to import of crude oil has been clear. We have enun- 
ciated on a number of occasions—I myself have done that, and others 
in our company too—we feel basically that the importation of a 
reasonable amount of foreign crude oil into the United States is a 
desirable thing from the long-range standpoint of the United States 
as a nation and of the consumers as individual consumers. We feel 
that way for this reason: That the basic amount of potential oil 
reserve that there may be in this country related to the demand in 
this country is much less—is a much lower ratio than exists in the 
rest of the world. We have possibly 15 percent of the potential sedi- 
mentary area in the world in this country where oil may be found. 
We have today possibly 20 percent of the known reserves of oil in 
the world and we consume about half of the world’s consumption of 
oil. Now those figures simply indicate, as I say, that the relationship 
of consumption to reserves and potential reserves of oil in this coun- 
try are less generous than exists in the rest of the world as we know 
the rest of the world’s oil reserves today. 

I think that with that background it is rather apparent that to 
the extent that we can reasonably supplement our domestic supplies, 
and potential reserves of oil, with imported crude, it would be for 
the benefit of the country and the benefit of the consumer. At the 
same time, sir 

Senator O’Manoney. Mr. Rathbone, all of that picture was brought 
out while the Reciprocal Trade Agreements Extension Act was under 
consideration, 
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Mr. Ratueone. Yes, sir. 

Senator O’Manonry. As you know, Senator Neely and his com- 
mittee, and numerous other Senators, sponsored an amendment to bar 
these imports to a certain limit. The amendment was not adopted, 
but the power was granted to the President to restrain these imports 
because of the feeling that in many cases American domestic produc- 
ing wells, if they were forced to be closed under certain circumstances, 
would mean the permanent loss of the reserves from which those wells 
derive their supply. 

That was given in the testimony of geologists and drillers and others. 
Now obviously, of course, it is cheaper to bring in oil from the Middle 
East and from Latin America, where in many cases the wells are far 
more productive than some of the wells in the State of Pennsylvania, 
for example—of which Senator Martin was speaking on the floor of 
the Senate only the day before yesterday—old wells, some of which 
go back to the days of Colonel Drake, which now produce 5 barrels, or 
even less, a day. 

Mr. Rarupone. Even half a barrel, sir. I was brought up in that 
part of the country. 

Senator O’Manoney. That is the fact; isn’t it? 

Mr. Ratupone. That is correct. 

Senator O’Manoney. The representations are made to us, and these 
are made just factually without any emotion at all, that the im- 
portations of oil can destroy the reserves. 

Mr. Rarusone. Well, sir, as I say, our company’s feeling on this 

uestion is very clear. I have pointed out why I feel very confident 
that reasonable imports of foreign oil into this country are desirable. 

I would immediately say that I think an unreasonably high level 
of imports is undesirable. 

Senator O’Manoney. One of the difficulties that the independent 
producers represent to me is that although this law has been on the 
statute books ever since the Reciprocal Trade Agreements Act was 
extended, the Office of Defense Mobilization—and this Dr. Flemming 
testified to himself—has been unable to reach any voluntary agreement 
with the importers of oil. 

Is the Standard of New Jersey ready to reach an agreement with 
respect to this matter with Dr. Flemming and get that off the mind 
of this committee? 

Mr. Raturone. Yes, sir; I can certainly take it off the mind of the 
committee if it ison your mind. 

Senator O’Manoney. It certainly is. 

Mr. Rarusone. Insofar as the Jersey company and its domestic 
affiliates are concerned, our importation of crude oil has always been 
lower than the recommended level that Dr. Flemming had in his 
recommendation. That has been true ever since the recommendation 
came out. 

Senator O’Manoney. Does that include both Middle East and 
South American oil ? 

Mr. Rarupone. I might say, sir, that the Jersey affiliates in the 
United States do not import any Middle East oil at all—none what- 
soever, 

Senator O’Manoney. You say the Jersey affiliates. Now, you have 
so many affiliates that 
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Mr. Ratusone. No affiliates 

Senator O’Manoney. Does the Jersey company ? 

Mr. Rarueone. No; neither Jersey itself, nor any of its affiliates, 
imports any Middle East oil. We have never imported any Middle 
East oil, except during the very emergency situation that existed, as 
you may recall, in 1948. 

Senator O’Manoney. Do you know what is the attitude of other 
members of the MEEC which import oil? How about that; do you 
know of any of the others ? 

Mr. Rarusone. I can only judge by their actions. I cannot tell 
you what their intentions are, what their thinking is. 

Senator O’Manonry. What is their action? That is powerful. 

Mr. Rarupone. The action of some of them, the majority of them— 
the action of the majority of them has been in line rather well with 
Dr. Flemming’s recommendation regarding the importation of crude 
oil. The difficult situation has been with respect to newcomers in 
the importing field and 1 or 2 of the older importers who have not 
quite seen fit to meet the-—— 

Senator O’Manonry. Then the Office of Defense Mobilization could 
issue an order under the authority that it has against the newcomers, 
if not against the other companies who are, as you say, operating in a 
reasonable manner ¢ 

Mr. Rarnusone. I would hesitate, sir, ever to subscribe to the proposi- 
tion of closing the door to anyone engaging in new business. 

Senator O’Manonery. Even though it closes the door 

Mr. Ratrusone. Even though it was importing oil 

Senator O’Manonry. Closes the door on those engaged in older 
businesses in the United States ¢ 

Mr. Rarupone. Yes, sir. Any time a newcomer enters an existing 
business, he imposes on those that are already in it. It is inevitable. 

Senator O’Manoney. Of course, you must be aware that there is 
a growing feeling in the Congress that, with all the burdens that the 
Government of the United States assumes to extend foreign aid to our 
allies and to others, it is becoming constantly more difficult for the 
independent operator, in whatever field he operates, to maintain his 
place in the market. That is why the demand is being made and 
attempts are being made to grant it by special legislation for small 
business. 

First, we abolished the old Small Business Administration, and 
then we reestablished another one, because the public demand was 
so great for this it could not be stopped. And so this administration 
established a new Small Business Administration. 

Tax bills are introduced to grant lower rates of income tax to cor- 
porations engaged in what is defined as small business. 

And then the complaint comes to the committee about the depletion 
allowance granted to the oil companies. Congressman Heselton, of 
Massachusetts, if L am not mistaken, introduced a bill to reduce the 
depletion allowance. 

We are told that the American companies engaged in foreign busi- 
ness have depletion allowances for their foreign reserves. Is that so? 

Mr. Rarupone. Yes, sir. 

Senator O’Manoney. You do have a depletion allowance for re- 
serves abroad ? 
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Mr. Ratueone. Depletion allowance, as applies on certain foreign 
producing operations; yes, sir. 

Senator O’Manoney. The whole Congress has granted that deple- 
tion allowance. Don’t you think it would be more helpful to the 
independent producers if that depletion allowance applied more equit- 
ably between foreign and domestic production ¢ 

Mr. Rarusone, Well, it applies in the same relationship. 

Senator O’Manoney. I know. But when foreign production comes 
in such huge quantities, with the cost of production being so much less, 
the labor being particularly less, don’t you think that ought to be taken 
into consideration ? 

Mr. Raruvone. I assume, sir, what you mean is to have a discrimi- 
natory low depletion on foreign 

Senator O’Manoney. Yes; this is what I think. I know, Mr. 
Rathbone, I may be wrong. But all the geologists have told me this: 
that unless those wells which are producing are handled in the best 
conservation methods, there is danger of losing the entire reserve 
underground. You agreed with that a moment ago, when we dis- 
cussed 

Mr. Ratrueone. Yes; there is no question but a substantial portion 
will be lost unless conservation measures are taken. 

Senator O’Manoney. Isn’t it in the defense interests of the United 
States tp protect this underground deposit of oil, which can easily 
be lost ? 

In Texas, the Texas Railroad Commission was established for the 
purpose of conserving the oil. The allowable production was de- 
signed to make impossible the great waste that took place in the 
petroleum industry 1n the early days. 

I have, myself, seen wells which were drilled for oil, develop flaming 
gas geysers that burnt for months before they could be put out—a 
great waste of gas. So conservation of the production of oil and gas 
in the United States seems to me to be in the interest of the United 
States. Don’t you think so? 

Mr. Rarueone. Sir, I could not agree with you more. Our philoso- 
phy is exactly what you just stated. 

enator O’Manoney. Then can we not bring about a balance be- 
tween imports and domestic production, which will protect the domes- 
tic producer and the Nation from the loss of the domestic reserves? 

Mr. Ratugone. I agree completely, Senator, and I might say that 
that has been the guiding principle which the Jersey organization has 
used with respect to its import programs. We have always felt that 
if imports into this country got to a level which was so high that it 
had a bad effect, a damaging effect, upon the domestic industry, 
either leading to a cessation of the proper level of activities or to a 
loss of underground reserves, that it was an extremely bad thing for 
the United States. 

We have conducted our import program with that principle in 
mind right along, and still are. 

Senator O’Manoney. Are we to understand then, that, in your 
opinion, the difficulty that Dr. Flemming has encountered, and which 
has made him so unhappy, as he testified to this committee, is the 
result only of the desire of a few new companies to bring in foreign 
oil, and not the big fellows that constitute MEEC ? 








EMERGENCY OIL LIFT PROGRAM 1077 


Mr. Rarneone. Well, I will agree with Dr. Flemming that there 
has probably been as much unhappiness in the oil industry about the 
import situation than any other one thing I can think of. It is an 
extremely difficult problem to deal with, because you have the situa- 
tion where, I think, as I said a while ago, a reasonable amount of 
imports is highly desirable for the country’s welfare. 

You also have the situation where more and more people seem to 
want to become importers, and under our system, as I said a minute 
ago—-~ 

Senator O’Manoney. Of course, that has been the history of our 
country. This has been the best market in the world for so many 
things. 

Mr. Ratupone. I am talking about American citizens who want 
to become importers. 

Senator O’Manonry. Certainly; I am, too. 

Mr. Ratueone. And I think that when we get around to the point 
as to where we have any sort of legislative bar upon an American 
citizen engaging in a new activity in this country, that we are getting 
into an area that, to me, is extremely dangerous. 

So that you have the problem, really, of having new people come 
into the picture as importers of foreign oil, and the old importers 
moving over to make a place for them. That is what it boils down to. 
Now, that has been going on right along. 

Senator O’Manoney. Let me give you an illustration of my point 
of view onthis. Itis just an illustration; I am not arguing. 

Mr. Rarneonr. I am not either, sir. I am agreeing with you. 

Senator O’Manoney. I know that the big meat packers, in some 
instances, have moved into Latin America and have built packing 
plants down there. It is much more economical for them to buy 
Argentine cattle, for example, pack them down there in Argentina, 
and ship them out all over the world. They make good money, but 
it has a terrible effect upon the livestock man in the Western States. 

We have come to this condition, the standard of living has been 
increased, and we are not going to cut it down. When this adminis- 
tration began, a lot of people thought it was going to be cut down, 
but it was not. The standard of living is high and, after all, this is a 
country which thinks of people first, and their welfare and property 
second. There should be no discrimination against property, but we 
should not, as a policy, protect property and profits against people. 

The income-tax returns seem to be indicating the fact that small 
companies and small individuals engaged in various businesses, and 
particularly those independents engaged in the production of pe- 
troleum, are finding it extremely difficult to compete against the 
integrated company, which not only produces oil but transports it 
and refines it and then delivers it to the consumer. 

There is a basic problem that we have to settle some way, and I 
want to say to you gentlemen that I am firmly of the opinion that the 
leaders of business are sufficiently aware of big-business technique, are 
sufficiently aware of their responsibility to the people at large, that 
they will help to find the solution. 

So much for lecture No. 1. 


Mr. Ratueone. I might say, sir, that I think your statement there 
is a most interesting one, and our company’s feeling is very much 
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along the same lines. In no way do I think it would be desirable for 
the United States, in any industry—although I particularly would 
like to talk with reference to the oil industry because I know more 
about that—to have the small-business man crowded out of the picture. 
I think it would be a very undersirable thing. 

And I may say, as far as my own company is concerned, we have 
that particular point constantly in mind in our formulation of policy 
and action. 

On the other hand, I would like also to leave the thought that I 
think that if whatever were done to help keep small business in the 

icture properly, were damaging to the large businesses, that we would 

e just as badly off. We want a combination of both. 
enator O’Manoney. Thank you very much. 

Mr. McHueu. Mr. Rathbone, in your opinion, does the justification 
for the depletion allowance in the Middle Fast exist to the same extent 
that it does in domestic operations ? 

Mr. Rarugone. Well, the justification for the depletion allowance, 
of course, is basically to serve as the replacement of an exhaustible 
raw material. It occurred, as you probably know, back right after 
World War I. It was originally granted back in that time. And it 
was granted by the Congress on the basis that when a prospector found 
an oilfield and produced that oilfield, he was in effect going out of 
business because it was an exhaustible resource that he had. He could 
not grow it again as a beef farmer or wheat farmer can, or even a 
manufacturer who can build a new plant. 

When his oilfield which he had found was exhausted, he was out of 
business. 

So that, it seemed reasonable and desirable to permit the producer 
of oil to set aside from his revenue a portion of that revenue which 
he could use to reestablish himself in business. 

There was a lot of controversy about the amount of his revenue that 
should be set aside. Many studies were made of it and many people 
had many different ideas. The 2714-percent figure that is in use today 
was a compromise figure between 2 strong opinions which said 25 was 
right and 30 was right. That is where 2714 came from. 

It has been utilized, approved by the Congress back in 1926, I think, 
and has been utilized for the last thirty-odd years very effectively to 
keep the oil business in the United States going along and growing and 
expanding and finding our resources. 

When the American oil companies started going into foreign opera- 
tions, the same allowance was made because the same conditions ap- 
plied. The only difference which you might be able to point to with 
respect to the foreign and domestic oil situation is that the domestic 
oil situation may have a very high degree of national security involved 
and adequate oil reserves. 

Many people say that foreign oil is not as important as domestic 
oil in the United States. I think our history with respect to the two 
great world wars that we have fought indicates that as far as the 
United States is concerned, having access to foreign oil in strategic 
areas is practically as important to us as domestic oil. 

So that for the reason that the same economic justification exists, 
and to a considerable extent the same general national interest situa- 
tion exists, the depletion allowance has been granted on American 
foreign production. I think it should continue to be. 


Vm "> 
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Mr. McHven. From your statement, there is a trenfendous differ- 
ence of the availability of supplies in the Middle East as against the 
United States. Would not that, therefore, justify a different rate in 
depletion allowance on your Middle Eastern operations? 

Mr. Ratusone. On what grounds, sir? 

Mr. McHveu. I am just asking you. 

Mr. Ratueone. Well, I think you get into the point then as to 
whether you want to quarrel with the level of money that you have 
available to prosecute foreign activities as compared to the level of 
money that a domestic producer has from the allowance to continue to 
prosecute domestic activity. 

Now, while it is perfectly true that foreign oil production in many 
places 1s low cost, it is also perfectly true that foreign oil production 
in many places is extremely high cost. We spent, for example, $30 
million in Equador to find oil, and wound up and pulled out and never 
got a barrel. And we are spending many other millions of dollars in 
many other foreign countries, as is the case in the United States. 

We hear about the Texas oil millionaires in the United States, but 
we never hear about the thousands of men that go broke in the United 
States trying to find oil. 

Now the big international companies who are operating in the for- 
eign field have not gone broke yet, but believe me there have been 
plenty of places where they have sunk lots of money in the ground and 
got nothing out of it. 

Therefore, I think that the justification for the depletion allowance 
in foreign operations is just about the same as it is in the United 
States, with the difference I mentioned a while ago. 

Mr. McHveu. Has not the Treasury Department constantly op- 
posed the depletion allowance. 

Mr. Raruerone. The Treasury Department? Well, I do not know, 
sir. The Secretary of the Treasury very recently said that he thought 
the depletion allowance had worked quite well. 

Mr. McHven. That is Secretary Humphrey ? 

Mr. Ratupone. Mr. Humphrey. 

Mr. McHveun. Previous Secretaries of the Treasury, though, ap- 
peared in opposition to the depletion allowance ? 

Mr. Rarnusoner. Well, there have been so many people that have 
attacked it over the past years, I must say I cannot answer accurately 
whether other Secretaries of the Treasury have. The present one 
has not. 

Senator Carroti. Mr. Chairman, I can refresh his memory. Presi- 
dent Roosevelt, as I recall, recommended a reduction in the depletion 
allowance. President Truman recommended a reduction. I think it 
was Secretary of the Treasury Morgenthau, under Roosevelt, and I 
know that it was Secretary Snyder under President Truman. I was 
a member of the Ways and Means Committee at that time, and the 
issue came before us on this question of depletion allowance. 

And if I may interrupt here at this time to ask some questions 

Senator Dirksen. Senator Carroll, may I ask at that point: Was 
that an unqualified rejection of the present level of depreciation 
allowance? 

Senator Carrotu. I think I am in right in this, that in 1950 Presi- 
dent Truman, in a message to Congress, recommended a reduction 
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from 2714 percent to 15 percent. That matter was before the Ways 
and Means Committee, and that was stricken from the President’s 
recommendation. Legislation never came out of the committee—that 
is, a reduction from 2714 percent to 15. 

Senator Dirksen. Mr. Chairman, just to make sure that the record 
is rounded out and well documented, I suggest that at this point 
in the record we incorporate the allusions that Senator Carroll makes 
with respect to former President Roosevelt and former President 
Truman. But also, 1 want to know whether there are other Secre- 
taries of the Treasury who made an unqualified rejection of this pro- 
posal, and if they did, we ought to find the appropriate context out 
of the hearing before the House Ways and Means Committee and 
insert them at this point in the record. 

Senator O’Manoney. I think the suggestion is quite appropriate, 
and I think it ought to include the depletion allowance on other 
deposits like coal, which is much lower than for petroleum. I was 
one of those who voted against Mr. Truman’s recommendation for 
reduction of the depletion. That was because Wyoming is a great 
State 

Senator Dirxsen. And there is my State. 

Senator O’Mauoney. Colorado is a good oil State. 

Senator Wuey. So is Illinois. 

Senator Dirksen. Senator Carroll, if you will allow me one ob- 
servation at this point in the record, I know as a matter of experience, 
talking to the small operators in southern Illinois, who not only came 
here, but who talked to me out there and said, “If you cut this deple- 
tion allowance, you will at the same time cut the incentive to gather 
up a little money, enough to sink a well, and see if we can find a good 
one.” 

3ut on the basis of 1 good hole in 8, or 1 good hole in 9, if the deple- 
tion allowance were not there, the incentive would not be there ifr, 
and they could not gather up these little dabs of investment money 
to go ahead with their exploratory operations in the southern end 
of the State. As it is now, there is an incentive for it, and they con- 
tinue to try to find these pockets of oil at all levels and have kept our 
State pretty well in the oil picture. 

Now that comes, not from major producers or integrated producers, 
but more often than not, men who are not experienced oil producers, 
They are lawyers, they are doctors. They believe that there is some- 
thing to be found, and so they proceed, each one, to throw $5,000 in a 
hat. Maybe they get $30-$35,000, enough fer a 2,500-foot well, and if 
it does not turn out, there is still enough incentive left so that if they 
do find one good one, they will make out reasonably well. So the 
incentive is not the least part of it by any means. 

Senator Carrott. Mr. Chairman, I think we ought to distinguish 
between the wildcatter, the independent, the explorer who is, some 
feel and with some justification, entitled to some additional compen- 
sation by virtue of the risk that he assumes, in the number of dry holes 
that he encounters—the limited capital, the great gamble involved. 
I think we ought to distinguish there between that individual, or a 
small group of individuals, operating in America, from groups who 
have great capital at their command in great areas where there are 
really no great exploratory needs for the application of what we call 
the full treatment of depletion allowance. 





——_— ——_— -_-~ | 


ne 


ov nN ae 


— oa ' 


\ 


\ 


we 


— a“ wa = 


EMERGENCY OIL LIFT PROGRAM 1081 


I do not suppose at this time the Congress will do much about it, 
but I think it is well to have the record show that the Nation’s economy 
is not entirely in the hands of a gigantic oil cartel, nor in the hands of 
the joint oil companies of this Raion We do have a club that we 
can use in the protection of the consumer. And that club is, if we 
have the power to grant these tax exemptions, which some feel are in 
excess, we have the power to limit and we have the power to take away. 
We can retain that depletion allowance for independent producers, and 
we can limit it to the continental limits of the United States. I think 
we can do that under the law. 

Senator Dirksen. Senator Carroll, may I 

Senator Carrotu. May I just finish, and then I will be very happy 
to yield? 

I am not an oilman and I am cert tainly not going to match wits 
with men who know this from A to Z. But I also understand the 
effect of this recent gasoline and fuel-oil increase upon our domestic 
economy. Mr. Chairman, I am reading from the Forbes Magazine, 
Business and Finance, January 1. 

Here is the statement: 





A shrewd oilman then will copper his bets. The shrewdest of them all, Hugene 
Holman, 61, chairman of the mammoth Standard Oil of New Jersey— 


it says gross property 6.6, and I think yesterday it was said 7.5 billion. 


Of the estimated 2.3 million barrels, that passed through his refineries every 
day of last year, roughly 20 percent came from the Middle East. This was 
enough to give his output a rich leavening of high-profit Arabian oil. But it 
also assured him that his giant refineries would not have to grind to a halt 
at Nasser’s or the Kremlin’s bidding. Holman has seen to it that conveniently 
located wells in politically stable Venezuela, as well as the United States and 
Canada, provide an even larger proportion of the oil he needs for his operation. 

Further proof, if any were needed of Holman’s managerial success, was pro- 
vided by net earnings last year. Jersey of Standard’s 17 percent return on 
stockholders’ equity was the highest among the major companies—excepting 
only the fabulous 40.6 percent return of Creole Petroleum, Jersey’s 95 percent- 
owned Venezuelan affiliate. Jersey’s 21.2 percent return on plowback, against 
excepting Creole’s near legendary 64.5 percent, also was the best in the industry. 





Now this magazine article—I am going to ask unanimous consent 
that this be inserted i in the record at this ] point—is very informative. 
(The magazine article referred to will be found in the appendix.) 
dutetor Carrott. As a new member of this committee, I have been 
thinking where we are going. We have had much discussion about the 
distinction between the import of foreign oil and the impact upon our 
independent producer. We have seen the inflationary effect of the 
increase in price—there has been ample testimony on it—we know its 
effect upon our domestic economy in an inflationary period, as we have 
heard from Florida, from California, and all over the country. It 
has been estimated the cost is a billion dollars. 

This is why I raised the question yesterday and I have not had the 
answer. I am going to do a little more searching. The billion 
dollars that we have in the Export-Import Bank are available for 
dollar purchases on a loan basis if it originated within this country. 
My only purpose in this is to show we know the great financial and 
economic strength of the major international oil companies, and if you 
cannot exercise restraint in view of these tremendous profits then I 
think the Congress has got to act somewhere. I just made a recom- 
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mendation that it can act on depletion allowance and it will not 
interfere with those independent producers of which the Senator 
from Illinois has spoken. 

My mind is open on this, I am just exploring. However, I say that 
the Congress does have the power and has the club, it has the teeth 
if it wants to put the bite into this situation. 

Senator Dirksen. Senator Carroll, I am curious as to where you 
draw the line: because I recall now the testimony of Mr. Curry from 
the State of Wyoming, who our distinguished chairman said was one 
of the ablest geologists he had ever encountered, and quite a producer 
in his own right. But Mr. Curry pointed out to the committee what 
the exploratory cost was to find a million-barrel field, 10-miilion-barrel 
field, and a 50-million-barrel field, and the bigger the field that you 
look for the higher the exploratory cost. Now the losses that have to 
be charged off are proportionately greater if you are looking for a 
very substantial field to keep this country in oil and to properly 
implement its own security. So that if they go deeper, if they go into 
these unknown regions, if they go into exploratory work on offshore 
lands, if you have to build a $5 million drilling barge, which would 
be quite beyond any little company, why, obviously, if you do not find 
it, your losses are proportionately just that much greater. So where 
do you draw the line on depletion allowances? As Mr. Rathbone 
just said: they sunk $30 million in Ecuador and then pulled out and got 
nothing. $30 million would break, goodness knows, how many little 
companies that could not even begin to match that kind of money ? 

Senator Witey. You charged that $30 million all off, didn’t you? 

Mr. Ratupone. Yes, sir. 

Senator Witry. Every cent of it? 

Mr. Rarupone. Yes, sir. 

Senator Witey. I think, Mr. Chairman, if I may pursue my course 
for a few minutes—some of us have recently put in a bill in relation 
to what we might call a Hoover committee with the idea of seeking 
to find new sources that are escaping equitable taxation. 

Now I understand when you drill a well, it costs you $100,000, you 
do not strike oil. You then immediately charge that off against 
losses. The next well you drill costs you $100,000 and you strike oil. 
What do you do with that $100,000? You capitalize it, don’t you? 

Mr. Raruesone. The well 

Senator Witey. Capitalize what it costs to produce it? 

Mr. Rarueone. No, sir—well, we capitalize part of it, yes. 

Senator Witey. What do you capitalize at? Supposing you get 
100 barrels a day, what do you capitalize that at? 

Mr. Raruwone. 100 barrels a day is current production and that is 
sold at the market price, and the result from that is gross income. 

Senator Wizey. All right. Now you have a situation where every 
cent of expense, as stated $30 million, is charged off. Now, then, that 
well keeps producing for 30 years and it cost you $100,000, and for 30 
years you have taken 2714 percent off every year, correct? 

Mr. Rarneone. Off the gross income, yes. 

Senator Wirry. Yes, well it might be interesting, because of that 
operation and what Senator Dirksen has said, to find out—when I 
was a kid, you remember, Rockefeller and the rest of them got in some 
way and oil was split up. What was the original capitalization of 
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Jersey, and how did it build up to where you have now $7,000 million ? 
Was there new capital put in—when and how much—or was it an 
accumulation of these 27 percent of earnings through the years? 

Now my purpose in saying this is not to be narrowminded in ap- 
proaching the subject, but neither should men of vast wealth fail to 
recognize tliat in this challenging period we need all the taxes we can 
get. And while you say you are paying your taxes, when I get 
through charging off depreciation on my tractor, if I get 10 percent 
a year, I am through at the end of 10 years, and I have an old worn- 
out tractor. However, your oil well is still running and you are 
taking 2714 percent. That is where the common man feels that there is 
a distinction and we, as representatives of the Government, must take 
into consideration, when we need more taxes to keep our budget bal- 
anced, that perhaps some of you people who are trustees of great 
wealth, may have the answer. 

I believe we must see to it that, as stated here, the underground 
wealth is not lost, dissipated, in any way, or by any method. At the 
same time, I think we must see that that which is above ground is not 
dissipated, either. That calls for adequate income for this Govern- 
ment because what we have would not be worth anything if the 
Kremlin took over. 

But a lot of people think that when you spend $30 million, they 
think that that is all lost. No. It isn’t all lost, because over here 
you may have another $30 million, but you charge that off. I can’t 
do that, only on a depreciation basis, on an automobile or anything. 
In a few years, I have charged it all off. You keep right on charging 
off. That is where the average citizen feels there is some inequity, and 
I do, too, because if you started with $100 million, or $200 million, or 
$300 million, you are now $7 billion. That has all been made—unless 
you can show where new capital has been put in, you have made it out 
of that business and you haven’t all made it. The American public 
has made it possible, the best market in the world, as the Senator said. 

Out of that you have become this great institution. We want great 
institutions. We want big institutions. We needed them in war. 
We need them in peace. But we also need the taxes. 

Now, that is the question I submit to you, sir, because there are ele- 
ments in this country that would strike at big institutions because 
they are big. Iam not one of them. I feel that they have their place 
in the economy of this country and what is big now with the national 
income of $335 billion or $340 billion is not so big as it was. 

Nevertheless, I revert to the original proposition. What can we 
do to get from some of you folks a little more ante into the national 
cash, because to me, sir, the folks agitating throughout the entire coun- 
try against big business, against what they call monopoly—and it 
isn’t monopoly in many cases, or if it is, it is a beneficial monopoly in 
many cases. When I think of what I had to pay for gas in England 
and what I pay here, I am still one who feels we are getting gas 
pretty cheap. 

There is one other subject. I noticed that the Government some- 
time ago figured that if they increased the tax rate on gas that we 
consume in this country 1 cent, it would mean a return to our Govern- 
ment of $400 million. Isthat about right? 
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When the gas price was increased in America, the consumers of 
America paid $400 million to somebody. Do you think that was good 
public relations? 

I am talking now as one who has no prejudice, but when all at once 
a situation arises in Europe and here in this country taxes go up 
or the cost goes up, maybe it is justified, I don’t know. But I think 
it was poor public relations at this period in our history, and I am 
frank to say it. 

I say that millions of people immediately got these other reactions 
Spree about, prejudice against big institutions which have their 
place. 

Would you answer that question? Was it good public relations? 

Mr. Ratuegone. Yes, sir. I would like to attempt to answer it if I 
may. 

I think the difficulty with respect to the gasoline price rise to 
which you referred was that it had not come at Jeast a year sooner. 
The actual situation has been for the past 4 years 

Senator Wier. It is a question of timing and your timing was 
poor. 

Mr. Rarupgone. A question of timing, and I think the timing may 
have been poor. 

Senator Witey. That is your position. Can you substantiate that? 

Mr. Raruegone. I can substantiate that a price increase was com- 
pletely justified on a cost basis. 

Senator Witey. Do you realize one of the magazines said that 
would mean $100 million more income to your company ? 

Mr. Ratupone. Not that. 

Senator Witxy. How much was your income last year? 

Mr. Ratugone. Last year we estimated it would be approximately 
$800 million. 

Senator Wier. Yes, $800 million. And how much would this 
additional 1 cent mean ? 

Mr. Rarupsone. Well, the additional 1 cent in the United States 
would be about—lI will have to do a little figuring. My figuring was 
bad yesterday—$800 million is the worldwide operation. 

Senator Wizey. Of course; $800 million; some folks think, is pretty 
sufficient for your company. 

Senator O’Manoney. Senator Wiley, may I interrupt at this 
time? 

Senator Wizey. Sure. 

Senator O’Manoney. I want to call your attention to this docu- 
ment, Mr. Rathbone, which came from the files of Standard Oil 
of New Jersey about the $100 million of which Senator Wiley has 
just spoken. 

This is a report entitled “Standard Oil Co. (New Jersey) Ex- 
tract From Executive Committee Memoranda, December 13, 1956. 
Present: EH, MJR, JEC, LWE, EES, MWB, SPC, HHH, PTL 
HWP, ATP, DAS, WRS, LDW.” 

Senator Wixey. Give us the alphabet all at once. 

Senator O’Manoney. These are the initials of Standard of New 
Jersey officials who were present at this meeting. 

Senator Witry. Those initials were there ? 

Senator O’Manoney. Those initials were there and 
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Mr. Coteman. I was SPC. 

Senator Witry. What were your initials? 
Mr. Coteman. SPC. 

Senator Witey. SPC, not OK? 

Senator O’Manoney (reading) : 


The following were among the comments made during the review of the re- 
vised financial forecast and of the financial needs of several of the affiliated 
companies: 

(1) A special study indicates that if the various assumptions hold, it is 
believed that the Middle East crisis will have almost no effect on the overall 
consolidated earnings outlook for 1956, 1957, and 1958, since the resulting 
reduction in the earnings forecast for some affiliates will be offset by increases 
in the earnings predicted for others. The major assumptions on which this con- 
clusion is based are that the Suez Canal will be open for normal two-way traffic 
by April 1; that the IPC pipeline system will be operating at 40 percent of 
capacity by April 1 and at full capacity by the end of 1957; that the European 
and north African affiliates will fully recover all added costs, including 
higher freights, through local price increases; that their sales volume for the 
year 1957 will average only four-fifths of 1 percent higher than 1956, which 
compares with the previously estimated gain of 12.5 percent ; that the present 
price increases of about 20 cents per barrel for fuel oil in the Western Hemi- 
sphere and of 23 cents per barrel for crude f. 0. b. the eastern Mediterranean will 
hold; and that no further change occurs in the price of crude at all major supply 
sources. 

(2) It is estimated that at the present volume of business, the consolidated 
net earnings would rise at an annual rate of $100 million if an increase of 25 


cents per barrel occurred in the price of crude, assuming that product prices 
also rose accordingly. 


Note the assumption, Senator Wiley, “assuming that product prices 
also rose accordingly.” 


Based on the estimates of future expenditures submitted by the affiliates, and 
assuming continuance of the company’s present dividend policy and of crude 
prices at their current levels, the forecast shows that for the first time in many 
years the consolidated group is faced with the prospect of being unable to 
generate, internally, suflicient cash to cover replacements, modernization and 
expansion to the degree desired—and no change in this situation is indicated 
throughout the period covered by the forecast. In this connection, however, it 
was pointed out that, in part, the high capital expenditure rate reflects deliberate 
efforts to use, to a greater degree than in recent years, the ownership route 
rather than the “leasing” route to cover tanker and service station requirements. 


I might as well read the rest of it. It doesn’t have any bearing on 
that $100 million, however. 


(4) With respect to the local borrowings contemplated by many of the 
European affiliates, Mr. Collado advised that it seems unlikely that the Middle 
Kast crisis, if resolved reasonably soon, will make it very much more difficult or 
costly to raise money in Europe than it was earlier in the year. He also pointed 
out that in the event there is a prolonged period without a settlement, money 
might, in fact, become easier in Europe if the local goverments sought to cushion 
the impact on their economies through the medium of relaxation of credit re- 
strictions. 

None of the outside borrowing programs of the affiliated companies is based 
on seeking to obtain a Jersey guaranty of repayment and no change in this 
policy is presently contemplated. 


It is rather interesting to note that in this office memorandum of 
Standard of New Jersey, reference is made to the credit situation in 
{urope and the prediction that the cost of borrowing money may be- 
come easier in Europe if local governments sought to cushion the 


impact on their economies through the medium of relaxation of 
credit restrictions. 
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Of course, in the United States we still have the tight-money policy. 
Iam sure that Mr. Rathbone will recognize this. ; 

Mr. Ratueone. I have a copy, sir. 

Senator O’Manoney. This is an accurate copy, is it not? 

Mr. Rarueone. It is a photostat of the copy I have. I would like 
to say, sir, that this is not an interoflice memorandum. This is a 
photostatic copy of a meeting of our board of directors. Each year 
at the end of the year—the date of it is December 13—each year at the 
end of the year, about this time, we have completed a review of the 
capital investment budgets that all of the affiliated companies of the 
Jersey family have prepared for the succeeding year. We go over all 
those in the months of October and November, and then early in 
December when we have before us the total amounts of capital in- 
vestment of these affiliated companies that they feel they have to 
spend in the next year, the parent company, Jersey, makes a financial 
forecast to see how our ability to finance these budgets stacks up. 

This particular meeting was the last meeting of this type. We had 
asked our treasurer to make several financial forecasts for the amount 
of money that we thought we would have available to finance these 
budgets in 1957. Of course, these commitments go longer than 1 year 
when you start them. Such asa refinery may take 3 or 4 years to build. 

We asked our treasurer to make this forecast based on a number 
of different assumptions because, as you know, the situation in the 
early part of December with reference to the emergency situation in 
Europe, in the Middle East, was very unclear and still remains to a 
considerable extent unclear. 

So, in order to cover the forecast on various bases, we asked the 
treasurer of the department to make various assumptions which you 
have read in this letter. Based on those assumptions the forecast is 
as you have just described, sir. 

In placing that against our required capital expenditures for all of 
these affiliated companies scattered around the world, we found out 
that we thought we could finance them satisfactorily without any 
more than the normal amount of borrowing which we had previously 
anticipated for the year 1957. I think that figure is something in the 
order of $100 million as I recall it. 

Senator O’Manonry. Do you have any difficulty in borrowing 
money ? 

Mr. Ratueonre. No, sir; except in the countries where there are 
very limited capital markets. There are some countries, as you know, 
that have very limited capital markets. 

Senator O’Manonsry. Are you aware of the fact that the Govern- 
ment of the United States is finding it constantly more difficult to 
borrow money, that it has to pay a conspicuously higher rate of in- 
terest ? 

Mr. Ratupone. I may say we have to also. Our interest rates in 
Europe run in the order of 5 to 8 percent. 

Senator Kerauver. Mr. Chairman, while you are on the minutes 
of this meeting, I would like to ask Mr. Rathbone a couple of ques- 
tions. 

Senator Dir«sen. I thought Mr. Rathbone was going to complete 
a little further his answer on this memorandum. 
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Mr. Rarueone. I was. 

Senator Kerauver. I am sorry. 

Mr. Rarueone. This was an attempt or a financial forecast on our 

art to see what the picture looked like for 1957 with respect to 
eceboizie these capital budgets. The sum total of the capital budg- 
ets presented by our affiliated companies for 1957 was $1, 200, million 
which you will notice is 50 percent higher than the net earnings 
which we probably will make of about $800 million. 

As Senator Wiley has said, these are very large figures, no ques- 
tion about that. I think that the fact they are large is purely a re- 
flection of the fact that we are a very large company doing a very 
big job. We are the largest oil company in the world. We operate 
practically all over the world and we are meeting the increased de- 
mands for oil that exist all over the world. And for that reason 
our earnings are continuing to grow year after year and I hope they 
will continue to do so in the future. If they do not, we are going to 
be in trouble. 

Actually the figures show that the decline on invested capital in 
the oil industry—a decline in the return on invested capital in the 
oil industry has been going on in the past 4 or 5 years steadily. This 
is a situation which we feel is one that cannot continue too long. 

The marginal investments in the oil are not bringing us anything 
like the normal return that we need to keep on meeting the growth 
of oil demands throughout the world. 

For this reason, as I say, we have to look at either maintaining our 
earnings at higher and higher levels year after year or not being able 
to meet the demand for oil products. 

Insofar as your comment, Senator Wiley, was concerned about this 
impact on the American public, as I say, there has not been a price 
increase in the United States in almost 4 years, 314 years, either for 
crude oil or gasoline. The only price increases to the motorists have 
been the increases in taxes. The basic price in the 50 cities that we 
use as an index in the United States has remained almost exactly the 
same for 4 years. 

During that time we, of course, have had a substantial increase in 
costs year after year. I think that if there were a timing mistake, 
as you have mentioned, as I said awhile ago, it is only because the 
oil industry did not make an attempt to raise the prices some time 
back when the impact of these higher costs was first made known 
rather than waiting so long. 

Senator Wizey. I think that may be a partial justification to some 
folks, but when you state it will mean $100 million more income and 
you already have an income of $800 million, there are a number of 
poonee and thinking people, who realize that we have a budget of 
$72 billion in this country and they ask us—because you are increas- 
ing your capital structure through the years out of earnings, and that 
is largely due to this very favorable position that you put yourself in, 
or the Congress put you in, at 2714 percent depletion allowance con- 
tinuous, which nobody else gets in any group that you can think of— 
it is those vast figures plus your vast income plus the increase of $100 
million due to a 1-cent increase that causes these people who are 
having a hard time getting along, paying taxes, to say, well, now, 
isn’t there something that should be done? ; 
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I think personally—and it is not a question of criticism of any- 
body but possibly ourselves—that is one of the reasons I put m this 
bill for the Hoover Commission to study where, under all the equi- 
ties in the case, some people are escaping taxation that should pay 
more taxes, because you have the most favorable climate in the world 
for earning. That is America. And you have grown by virtue of 
America with its dynamic economic system, increasing population, 
great income, great products, and while it is due to good brains, 
nevertheless there is a question of whether or not there is a response 
under world conditions where America’s very existence is challenged. 
There is an inadequate response in the payment of taxes. 

I don’t know whether I have made myself clear. 

Mr. Rarupone. Yes, you have. 

Senator Witey. I just throw that at you for consideration with- 
out any definite answer at this time. 

Senator Kerauver. Mr. Chairman, may I ask some questions? 

Senator O’Manoney. Certainly. 

Senator Keravuver. Mr. Rathbone, you said there had been a re- 
duction in profit on invested capital 

Mr, RarHsone. Return on invested capital. 

Senator Kerauver. In the last few years. 

Mr. Rarneone. I should say return on net worth. 

Senator Kerrauver. Return on net worth. That is true of the 
major companies like Standard ? 

Mr. Rarupone. Yes. 

Senator Krravuver. I have here what has been submitted to us by 
the Federal Trade Commission, Mr. Rathbone, a report which shows 
that in 1954 the average return of the four large companies, of which 
Standard is the largest—Standard of New Jersey, of Indiana, Socony 
Mobil, Texas Co.—was 13.2 percent, whereas the four largest in 1955 
was 14.1 percent. 

Mr. Rarneone. That is due to the fact that some of the others have 
not suffered the same decline we have, I assume. I have figures here, 
Senator 

Senator Keravver. Wait just a minute. Yours is an increase too. 
In 1954 your return was 15.2, according to the Federal Trade Com- 
mission. In 1955 it was 15.8, and that was the highest of any except 
the Texas Co. 

Mr. Rarusone. The figures don’t check. I have here 

SenatorKeravuver. This is from the Federal Trade Commission. 

Mr. Rarupone. Theirs may be based on different information. Al] 
I can say is that I have here a series of figures that have been given 
to me by my Comptroller which do not quite check with yours. I 
would suggest, if I may, that we have a reconciliation of these two 
sets of figures. 

Senator Keravuver. The Federal Trade Commission has been in 
the business for many years, figuring up returns on reports given to 
them. This is from the Chairman of the Federal Trade Commis- 
sion and I have checked it with other figures I have here. I don’t 
know what yours are. 

Mr. Rariusone. Mine are our own figures. 

Senator Kerauver. Mr. Chairman, I would suggest we put the two 
sets of figures in the record and let the ones submitted by the Federal 
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Trade Commission and some figures that Mr. Rathbone has—may 
I see your figures? 

Mr. Ratrupsone. I have a statement I would like to insert in the 
record. 


Senator O’Manoney. It may be received. 
(The statement referred to is as follows:) 


STATEMENT BY M. J. RATHBONE, PRESIDENT, STANDARD Ori Co. (NEW JERSEY) 


My name is M. J. Rathbone. I am president of Standard Oil Co. (New Jersey). 

I understand your committee is interested in information with respect to the 
purpose and functioning of the Middle East Emergency Committee and also in 
connection with the price increases which occurred in January for both crude 
oil and oil products. 

Mr. 8S. P. Coleman, Chairman of the MEEKC, is testifying before this com- 
mittee with respect to the organization and functioning of the Middle East Emer- 
gency Committee and, as he is much more familiar with its operations than I 
am, I doubt whether I can add anything to your information on this subject. I 
should like to say, however, that from my general knowledge of the international 
movements of oil I am convinced that whenever transportation becomes a serious 
bottleneck, as occurred following the Suez closure, a coordinated program to 
maximize the efficiency of all transportation facilities available becomes the 
most effective way in which the maximum amounts of oil can be delivered to 
the important consuming areas involved. I understand that one of the major 
efforts of the Middle East Emergency Committee is to achieve this maximum 
of transportation efficiency and, in my opinion, there was no alternative which 
would have been as effective as promptly as the MEEC. 

When Egypt nationalized the operations of the Suez Canal last July, Jersey 
Standard viewed the act as a storm warning. On August 16, we organized a 
company committee to study what might have to be done if Suez were closed 
or if the Middle East pipelines stopped operating, or if both these things occurred. 
By the time the emergency came on November 1, our group had already spent 
some 12 weeks in preparation of plans. Because of this planning we were able 
to act promptly. We moved in three directions: 

First, we rerouted our fleet of owned and chartered tankers, diverting to 
Western Hemisphere oil ports a heavy share of Suez tonnage which normally 
moved from the Middle East. 

Second, we began immediately to search the markets of the Western Hemi- 
sphere for crude and products to help make up the resulting European shortage. 

Third, we put into effect abnormal inland transportation moves to get more 
United States crude to tidewater for shipment to Europe. 

By the end of December, 2 months after the Suez Canal was blocked and 
Iraq Petroleum Co.’s pipeline in Syria was sabotaged, Jersey affiliates had made 
emergency shipments of crude oil and needed products to Europe from the Western 
Hemisphere totaling about 14 million barrels. These movements were made 
possible by purchasing where we could, but mainly by making drastic reduc- 
tions in our inventories. For the most part they were underway before the 
United States Government on December 7 approved programs that had been 
drawn up by the Middle East Emergency Committee. Under the MEEC program 
we were able to augment our supplies further in December with some 400,000 
barrels. This was accomplished by an exchange wherein Middle East oil formerly 
coming to the United States was moved to Europe, with Jersey supplying West- 
ern Hemisphere oil for another company’s United States refinery, the overall 
effect being a saving in tanker hauls. 

As I said, a major part of the supplies which we were able to ship during 
November and December came from inventories. By the end of the year, these 
inventories had been reduced nearly to minimum working levels. It should also 
be pointed out that while up to this point our affiliates had been able to pur- 
chase 3,605,000 barrels of oil for shipment to Europe, these sources also had be- 
gun to dry up. 

On January 3, after having repeatedly tried to make additional purchases of 
crude from others and after presenting vigorous requests before the Texas 
Railroad Commission for higher allowables, our affiliate, Humble Oil & Refining 
Co., posted higher prices which it was willing to pay for various crudes. 
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Mr. Hines H. Baker, president of Humble, hast told you his reasons for offer- 
ing higher crude prices. The new prices had both a long-term and a short-term 
justification. Our own analyses had shown the need for a higher crude price, 
and many public statements and published articles by oil industry people in the 
past year had presented similar views. I believe that a crude price increase 
would have come sometime in 1957 even if the Middle East emergency had not 
occurred. 

In this connection, I should like to direct attention to the fact that, until the 
crude oil price increase of a few weeks ago, there had been no general increase 
in the price for almost 4 years. Meanwhile the per barrel costs of finding and 
developing oil reserves in the United States had continued to rise. By last year 
they had reached a point where, in the judgment of many experienced oilmen, 
the price at which a barrel of crude was being sold was no longer adequate to 
meet the cost of replacing that barrel through new exploration and discovery. 
It is not surprising, therefore, that many producers, particularly the smaller 
ones whose output in the aggregate is so important to total supply (probably 
amounting to some 53 percent of total domestic production), had been voicing 
the need for a higher crude oil price for some time. 

The price of crude oil is important not only from the viewpoint of the con- 
sumer, the independent oil producer, and the integrated company, but also from 
the viewpoint of the national interest. For if the price is not sufficient to en- 
courage continued adequate exploration and development, America’s econmic 
health and security can be hurt. 

Our reserves of crude oil in this country, related to our demands, are much 
less generous than those of the rest of the world, which makes it essential that 
our domestic oil industry maintain an active and aggressive exploratory pro- 
gram, otherwise we will become too dependent on foreign oil too soon. 

The question has been raised as to why, if the crude price increase were over- 
due, it had not occurred before, and whether increasing the price during the 
Suez crisis was taking advantage of a situation. In my opinion it had not 
come earlier for three principal reasons: surplus productive capacity, the vol- 
ume of United States inventories, and the rate of growth of imports. 

First, about surplus productive capacity. At the close of World War II we 
had no surplus producing capacity in this country. In the postwar period, our 
Government had urged the oil industry to develop and maintain a reserve of 
crude oil producing capacity in this country for national security reasons. The 
industry generally accepted this proposition as sound, and over the last several 
years developed such a reserve capacity, which at the time the emergency 
occurred amounted to some 1.5 to 2 million barrels per day, or from 20 to 25 
percent of the current production rate. But the fact that this surplus overhung 
the market was, in itself, a deterrent to a price rise, since it takes some time for 
an industry to learn to adjust itself to operating with a surplus producing 
capacity of this magnitude. ; 

The Suez emergency quickly demonstrated that due to transportation limita- 
tions and other factors the actual surplus producing capacity quickly available 

to the United States Gulf was far less than the figures mentioned above. 

As to inventories—for some time both crude and product stocks had been 
considered on the high side, but by the end of December all stocks, except 
gasoline, available for export shipment had been materially reduced and the 
trends were still downward. A careful appraisal of gasoline stocks showed that 
even inventories of that product measured in terms of day’s supply were not 
in excess of many previous years. So inventories as a price-depressing factor 
became less of a factor rather quickly. 

Finally, the rate of growth of imports of crude oil—particularly with respect to 
Middle East crude—which had been felt by many to be increasing too fast was 
sharply curtailed. The rapid easing of all these deterring factors, coupled with 
the long-term cost justification for a higher price, gave great strength to the 
crude oil market. 

In my opinion, the effect of the Suez crisis was to advance the date of a price 
increase, which the cost of finding and producing oil had warranted for some 
time, and which probably would have come in 1957 in any event. 

A price increase coming under these conditions may have appeared to some 
people as an effort to take an unjustified advantage of a situation. If a price 
jucrease were not soundly justified by other factors there might be justice in such 
a view. However, I think a price increase which is fully justified by cost increases 
and is essential to maintain an adequate level of activity in the vital domestic 
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oil-finding effort, cannot fairly be termed unjustified, even though its timing may 
have been somewhat advanced by the Suez emergency. 

Before leaving the crude price question, I would like to cite some figures that 
show the increased costs oil companies have had to cope with since 1948 in 
finding, developing, and producing crude oil. The following table, using 1948 


as a base year, with a cost index of 100, gives indexes for 1953 and 1956, as 
follows: 





225 
Development cost 140 
Operating cost 


ip saeenibniin ph aneel eihaienaindena emnniaacsiaebiiatieiciaieetiniaiete iene tamed ‘ 136 





The best available information indicates that of the total expenditures of 
the United States producing industry, approximately 388 percent are for finding, 
29 percent for developing, and 33 percent for operating. Weighting the above 


indexes for these percentages, the overall producing cost index for the same 
years was as follows: 


Total United States producing industry costs_................-..... 100 | 153 | 172 





The major items that make up these costs are the labor, steel, and machinery 
used in drilling, and the equipment and services necessary to produce the oil 
after it is found. Indexes have been prepared to show these service and ma- 
terial costs compared with the cost of crude oil, again using 1948 as the base 
year with a cost index of 100. 








| 1948 | 1953 ! 1956 January 1957 


Average price United States crude -_- ...--| 2 ($2.60) 100 

Total preducing industry costs (finding, de- 

veloping and operating) -_..........--- aoe 100 | 

Labr (il pr ducing) fete toacenee Ls 100 I 

Oil field steel (average) .............-.2.-.--..-- 100 13! be 
| 


2 ($2.68) 103 | 2 ($2.75) 106 | ($3.00) 115 
| 





2 | 


aw 











1 Tn July 1953 average United States price increased to $2.75 per barrel (index=106). 
41 Estimated yearly average. 


You will note that the index for the price of crude oil is still far below the 
indexes for the other items. 

Let me turn now to product prices: When crude oil prices increase, refiners 
must try promptly to recover the increased cost of this raw material which repre- 
sents about 75 percent of the total cost of refined products. Possibly contrary 
to many people's ideas, there is simply not enough profit margin in oil refining 
to absorb any substantial rise in crude oil costs. 

I do not think that this situation is generally understood. The fact is that 
refiners have absorbed almost every added cost for nearly 4 years and were un- 
able to absorb increases in crude cost as well. Competitive market conditions 
may prevent refiners from recovering added costs at times, but, in the long run, 
product prices must reflect increases in costs and provide a reasonable return 
on the investment or refining activity will decline. So when the price of crude 
went up, refiners generally attempted to recover this increased cost by increasing 
product prices. 

It is estimated that an increase of approximately 1 cent per gallon in the price 
of gasoline, heating oil, and other major products would just about recover the 
added cost of the recent crude price increase, without placing a disproport:onate 
part of the burden on any one product. This was the basis used for the inc: eased 
prices which our major domestic marketing and refining affiliate, Esso Standard 
Oil Co., put into effect on these products on January 10. 
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Because it is used by almost everyone, we have had many critical questions 
asked about the increased price of gasoline. The recent 1-cent per gallon increase 
in price represented less than 5 percent of the ex-tax price paid by the public. 

I should like to point out that the average price of a gallon of regular grade 
gasoline in 50 major cities of the United States (excluding Federal and State 
taxes) has hardly varied at all over. the past several years, even though the 
quality has been constantly improved. This is shown by the following table: 


Cents per 

galion 
rset hata cat ak ee a lcs licen alah eb blanked hlties hid eention dole hte teehee 21. 28 
a iach cick seme tS a te sl Ss we Alice ecb be ad en dene 21. 56 
I ica dite NA Salina itll i a ah il it Sinister eh inalsdithhiblda alone euiitcinini ielnnes eeili~inies . 21.42 
TD cits tices: Bes a nthncinth he dhe Supereeth aaah wit ereinbedinaubiinidens annus. as bichon daiein wid witcha 21. 60 


Average Federal, plus State, taxes in these 50 major cities at present add an- 
other 8.8 cents per gallon to the price at the pump. Practically the only increase 
in the price of gasoline to the motorist over the past 3 or 4 years has been due to 
increased taxes. 

The relative stability of the prices of petroleum products can also be demon- 
strated by looking at various price indexes prepared by the United States Bureau 
of Labor Statistics: 


U. 8S. Bureau of Labor Statistics price index 


[A verages for 1947-49 equal 100] 


January 1954} Preliminary 
January 1957 


All commodities (ex-farm products and food) - - 110.9 125.2 
Iron and steel 132. 0 164.3 
Nonferrous metals ‘ 121.5 148. 6 
Lumber — 115.9 122. 6 
Pulp, paper, and allied products 117.0 | 128. 6 
Motor vehicles. _- 118.9 | 134.3 
Wholesale refined petroleum products. - ; , ; 112.9 124. 6 


You will note that from January 1954 to January 1957 the index for wholesale 
refined petroleum products has not increased as much as has the index for all 
commodities (except farm products and food). The preliminary index for 
wholesale refined products for 1957, which includes the recent product price 
increases, is 124.6, which is lower than all the indexes except for lumber, and 
compares with the preliminary index for all commodities (except farm products 
and food) of 125.2. 

These are general industry comparisons. I should like to give you some specifie 
information on Jersey. Because of increases in the cost of steel, machinery, 
freight and many other items, including several wage increases, our major refin- 
ing and marketing affiliate, Esso Standard Oil Co. has experienced a decrease in 
its return on investment from 11.6 percent in 1950 to 5.9 percent in 1955. This has 
come about in spite of large capital investments to improve efficiency and reduce 
costs wherever possible. I believe that you will find it interesting to compare 
Ksso Standard’s position as a refiner and wholesale marketer of petroleum 
products with the return obtained by other important manufacturing industries 
during the year 1955: 


Percent return on investment, year 1955 


All manufacturing______--_______ bance th ocd es ret ee) ees ee es 15. 0 
Iron and steel_________ Satie is oe tate tar econ cas etdaeeid etic mes tessa icaeeadati cans angnas conan RICE, SO) 15. 2 
NOREPEIIUS MRIs oo tas J cla teciv secs So weessus hb ikedh 3 Sete Ss cpest) date 16. 7 
RI Re EO YokeE BT es oe to sedi fe i tk | ~ i142 
Phin, pener,; ee milled products. cco csel ogi ches cesses ie 13.8 
Me I Fad TN a Te te ce Ne ed 29.1 
Ms iS iF i et i a oe ot te 5.9 


Except for Esso Standard, the percentages shown above are the latest avail- 
able figures published by the First National City Bank, of New York. Informa- 
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tion is not available on the percent return on investment experienced by these 
yarious industries during 1956. 

I now would like to turn to the profit and capital investment picture of the 
Jersey company. In my opinion, one of the most significant ways of measuring 
profits is as a percentage of net worth. On that basis, the consolidated net 
profits for Jersey show these percentages : 


| 
| Consolidated Percent 
net profit return on 
net worth 


$540, 000, 000 
541, 000, 000 
581, 000, 000 
585, 000, 000 
709, 000, 000 | 





From this table it may be seen that, whereas our profit in dollars rose 31 per- 
cent from 1951 to 1955, as a percentage of net worth it has shown a declining 
trend. This is indicative of the fact that returns on recent investments are 
lower than those on earlier investments. 

These are figures computed for the consolidated Jersey organization, which 
includes earnings from affiliated companies scattered pretty well around the 
free world. Of particular interest to this committee, however, may be some 
figures about Jersey’s domestic operating affiliates which cover exploration, pro- 
ducing, transportation, refining and marketing. I will refer to the same period— 
1951 through 1955. Final figures for 1956 are not yet available. 

In 1951 the net profits, after income taxes, for Jersey’s domestic operating 
affiliates were $246 million. By 1955 the profits had declined to $237 million. 
During this 5-year period net profits plus depreciation, depletion, amortization, 
and retirements, minus normal dividend payments, failed to meet the needed 
capital expenditures by $218 million. 

As I have said before, one of the generally accepted methods of expressing 
a company’s earnings is to relate the net profits to the net worth of the company. 
The Jersey domestic affiliates’ net profits as a percentage of net worth in 1951 
were 15.9 percent, and by 1955 had declined to 11.4 percent. Our analysis of 
data published in the annual reports of a group of 18 integrated United States 
operating oil companies showed that they also experienced an average decline 
in return on their net worth from 14.7 percent in 1951 to 11.3 percent in 1955. 
Total manufacturing industries showed a 14.4 percent return on net worth 
in 1951, which increased to 15.0 percent in 1955, as quoted earlier. 

Over ‘the years, Jersey’s consolidated expenditures for all capital investments 
and for other items relating to the search for and development of new oil reserves 
have been very large. In 1951, for example, these were $555 million; in 1955 
they were $861 million. For the current year our capital budget is in the 
neighborhood of $1,200 million. I would like to point out that with estimated 
1956 profits of around $800 million, the capital budget planned for 1957 amounts 
to $3 for each $2 of last year’s profit. 

While we have been making these large investments to keep up with consumer 
requirements for more oil, you may be interested to know that our proportion 
of the total volume supplied by industry has remained just about constant, or 
possibly declined slightly. This is true for the United States and also on a world- 
wide basis. 

These large capital expenditures are required not only because of the job of 
supplying more people with more oil products but also because of higher prices 
for the things we must buy. To give some concrete examples, a tanker of 
26,600 deadweight tons capacity built in an American shipyard cost around 
$5,500,000 in 1948, something around $6,500,000 in 1953, and around $7,500,000 
in 1956. Similarly, a 50,000- barrel-a-day refinery built from the ground up on 
the east coast of the United States in 1948 was calculated to cost about $55 
million; in 1953 the cost had gone up to $65 million, and by last year it had 
reached $72 million. 
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The average cost of oil wells drilled in our country in 1948 was around 
$49,000 per well. Today, owing to higher prices for drill pipe, bits, labor and 
virtually everything else required to drill a well, and because of the necessity 
on a wells deeper, the average well sunk in the United States costs 

1,000. 

In common with most other oil companies, Jersey is facing a steadily in- 
creasing demand for oil year after year. For example, the oil products de- 
livered by Jersey affiliates in 1951 were 1,933,000 barrels per day. In 1955 
this figure had risen to 2,428,000 barrels per day. This constantly rising de- 
mand for oil is a major factor in the overall social and economic picture of 
our country—and indeed the world as a whole. It means, of course, higher 
dollar profit levels year after year—the important factor is whether these 
profit levels will maintain the progress necessary. 

The capital funds available from depreciation, depletion, amortization and 
retirements over the last several years are not sufficient to allow us to meet the 
mounting demands. The very large investments we must constantly make are 
financed partly by borrowings and, even more, through reinvestment of profits. 
In fact, for a number of years,we have plowed back into the business about 
half of our net earnings every year. 

It seems to me that the important thing about profits is what is done with 
them and what they do for people, rather than their absolute size. Our profits 
are large—we have to do a big job. I am convinced that the vigor and vitality 
of the Jersey organization, and indeed the whole domestic oil industry which 
ean be sustained only by adequate profits, well serve our Nation and con- 
sumers everywhere. 


Senator Kerauver. Then I would like to insert Mr. Gwynne’s 
statement in the record. 


Senator O’Manoney. It may be received. 
(The letter referred to is as follows :) 


FEDERAL TRADE CoMMISSION, 


Washington, February 13, 1957. 
Hon. Estes KEFAUVER, 


The United States Senate, 
Washington, D.C. 


« Dear Estes: In reply to your letter of February 8, 1957, there is enclosed a 
tabulation of rates of return for companies in the petroleum refining industry 
for the years 1954-55. 

It will be noted that rates of return have been computed for 32 “other 
companies” as a group, in 1955, compared with returns for 34 companies in 
1954. This is caused by the merger in 1955 of 2 of the companies with 
companies outside the petroleum refining industry. In order to afford a com- 
parison with the rates of return for identical companies in previous years, re- 
turns have been computed for 32 companies for 1954, as well as for 1940 and 
1947-53, the years for which information for 34 companies is shown in the 
Commniission’s last report on “Rates of Return (After Taxes) for 511 Identical 
Companies in 25 Selected Manufacturing Industries, 1940, 1947-53.” 

With best wishes, I am 

Very sincerely, 
JOHN W. Gwynne, Chairman. 


7 
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Rates of return (after tawves) on stockholders’ investment, for companies in 
the petroleum refining industry, 1954-55 





Rate of Return 


1954 1955 





Percent Percent 
Standard Oil Co. (New Jersey) 15.2 15.8 


Standard Oil Co. (Indiana) 








aisle cay ssh il ac inn elle tele reetieee aie nscnas 7.9 9.0 
peceey weet O8 O6., INGA. 0608522 eg Sde sd ad bc bh asda cet eed 11.0 11.6 
A A by A OU, oxtnton df inenp onketseoapeplitetateiend Outi. oe ies 16.5 16.5 

Stockholders’ investment (in Corresponding Rate of 

thousands of dollars) Return 
High Low Average High Low | Aver- 
age 

1954: Percent | Percent| Percent 
4 largest companies_-__.........-.--..- 4,397,247 | 1,483,800 | 2,272,252 15.2 5. 13.2 
34 other companies 2__........---.....- 1, 323, 999 4, 485 255, 941 16.0 10.2 12.8 
I i nce tigtaesévceneas 4, 397, 247 4, 485 468, 185 15.2 10.2 13.0 
4 largest companies-_-_-_-.--- ade ga te 4,898,409 | 1,619,849 | 2,488,362 15.8 16.5 14.1 
32 other companies 3__._.-_- di ekeet 1, 456, 812 5, 309 293, 554 15.9 17.0 12.9 
Total, 36 companies._..............--. 4, 898, 409 5, 309 537, 422 15.8 17.0 13.5 


1 Name changed from Socony Vacuum Oi] Co. In May 1955. 


2 During 1955 2 of these companies merged with companies not included in the petroleum refining industry. 
§ Includes 2 companies which merged in May 1955, 


Norte: The average return for 32 ‘‘other companies” would be as follows for the years 1940, 1947-54: 


Percent Percent 
I a a a a a hg widen sce aeireaeeete 15.4 
Beste iessbaedan a Senke 60k 61ST SII 0 nn iba b on ab daeh bu te seats 13.4 
Sits tients qecnatetinns t-te apnea ttre eiientie OE AO ad ait ite cn nia, detail tania end oat 13.8 
NS ede de. 23 Idi l penke ebb shes TOE BL banc cok be eekdtek doit wbdodebaetodend 12.8 
I ts eR ee a 14.6 


Senator Dmxsen. Who is going to submit the reconciliation of the 
figures for the record ? 

Senator Keravver. I think the staff will be able to do that but I 
wanted to ask Mr. Rathbone 1 or 2 other questions about this meeting 
of December 13. 

That was the meeting in which you had all 14 directors present, 
wasn’t it ? 

Mr. Rarueone. Yes, sir. 

Senator O’Manoney. May I interrupt? If there is no objection, 
the Chair will ask the staff to submit both of the statements to Judge 
Gwynne of the Federal Trade Commission and ask him if there 1s 
any reconciliation which he wishes to report. 

enator Witey. And to the company. 

Senator O’Manoney. And to the company, certainly. 

Senator Keravuver. I think it should be pointed out that the Small 
Business Committee tabulations, which have been put into this record, 
are the same as Judge Gwynne’s. 

Senator O’Manonry. It will all be examined by the staff. 

Mr. Rarupone. That is fine. I would like very much to do that. 

Senator Kerauver. Mr. Rathbone, this meeting that was held on 
December 13, all the 14 directors were there? 

Mr. Rarupone. Yes. 
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Senator Kerauver. That is where it is estimated that a 25-cent in- 
crease would net Standard of New Jersey and its affiliates $100 mil- 
lion a year. Is that correct? 

Mr. Raruponr. Yes, if the product prices rose correspondingly. 
This is on a worldwide basis, sir, and they have not risen in many 
parts of the world. 

Senator Kreravuver. You have put into effect a 35-cent increase in 
the United States, haven’t you? 

Mr. Rarusone. The Humble Oil Co. did. 

Senator Keravuver. That is your subsidiary. 

Senator O’Manonery. May I ask the witness to raise his voice? 

Senator Keravver. That is your subsidiary and the testimony here 
of Texas and others shows that immediately they put out price in- 
creases all the way around, and you did the same thing, didn’t you? 

Mr. Rarueone. Not Jersey. Humble put out price increase 
notices. 

Senator Keravver. That is your company. 

Mr. Ratupone. Yes, sir. 

Senator Keravver. That is your subsidiary. Based on the 35-cent 
increase of crude; is that correct? 

Mr. Rarugone. Yes, sir. The Humble Co. raised the price of 
crude in their operating territory approximately an average of 35 
cents a barrel and put out new price bulletins that day, the same day 
that they raised the price, advising all of the people from whom they 
buy and to whom they sell of the change in price. That was on 
January 3. 

Senator Kerauver. Yes. December 13 was the date of this meeting. 
On the day before that, Mr. Rathbone, December 12, there was a docu- 
ment which appears at page 1687 of the hearings before this committee, 
a document by Mr. Collado and Mr. Tonessen, a document on the pos- 
sible changes in Humble’s financial outlook, in which it is pointed out 
that—reading paragraph 3: 

The combined effect of a price increase and an increase in output resulting 
from Suez would be to raise Humble’s net income by $46 million. 

You are familiar with that? 

Mr. Ratueone. Yes, sir. 


Senator Kerauver. And then, also, from discussions here further 
on that: 


Our present figures show Humble’s downdraw from Jersey at $18 million in 
1957. If increases in volume and the price of crude are both assumed, then 
Humble might be in a position to deposit with Jersey a sum to the order of $28 


million. 
That was the day before the stockholders’ meeting, wasn’t it? 
Mr. Ratusone. No, sir. 
Senator Keravuver. This memorandum is dated December 12. 
Mr. Ratusone. You mean the board of directors’ meeting. 
Senator Kerauver. Yes. In the board of directors’ meeting. 


Mr. Rathbone, I was interested in seeing in subsection 3—reading 
part of it— 


that the forecast shows that for the first time in many years the consolidated 
group is faced with the prospect of being unable to generate internally sufficient 
cash to cover replacements, modernization, 


and so forth. 
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In other words, for the first time in many years you are unable to 
do this modernization and in this case you were talking about the 
purchase of additional barges, weren’t you ? 

Mr. Rarusone. Ships. Tank ships. 

Senator Kerauver. Unable for the first time to purchase the addi- 
tional tank ships out of income or out of the pocket. 

Mr. Rarueone. Out of our retained earnings. 

Senator Kerauver. Out of your retained earnings. That is all very 
significant to me, Mr. Rathbone. You said here that you would be 
unable to do this, and no change in this situation is indicated through- 
out the period covered by the forecast. So, it looks like on your old 
gasoline rate you were faced for the first time in the history of your 
company with having to get additional capital to buy more ships. 
You could not buy them from the retained earnings, so that seeing 
here what this would do for Humble, increasing the amount they could 
deposit with you from a minus 

Mr. Rarreone. $18 million. 

Senator Kerauver (continuing). $18 million to a plus $26 million, 
is that the amount ? 

Mr. RatHpone. Approximately, yes. 

Senator Krerauver. An increase generally of Standard’s earnings 
based on a 25-cent crude increase, whereas you were getting a larger 
one in this country at least, and your desire to get new tankers and your 
dislike of having to get capital investment because, as it is stated here, 
the cost of money had gone up, it is stated here somewhere in these 
minutes, that that might have been the time this decision was made to 
raise the price of crude. 

Mr. Ratusone. It may have been, sir, but it was not. There was no 
decision whatever of that type at that time. 

As I explained a while ago, that was a normal year-end financial 
review that we make every year in which we try to look ahead over 
the coming year and forecast as best we can what our financial picture 
will be. 

Senator Kerauver. Anyway, you had this memorandum showing 
that Humble would make up $47 million more; you would make $100 
million more. 

Mr. Ratueone. Which we prepared ourselves. 

Senator Krrauver. Which you wanted for additional tankers. You 
could not do that out of your retained earnings for the first time in 
the history of your company. There was complaint about the undesir- 
ability of having to get capital investment on your. present interest 
rate. So, when we find the next thing that you are doing, Mr. Rath- 
bone, is—this was the 12th and 13th of December—is that you are 
visiting with Mr. Baker down at New Orleans on the question of 
raising the price of crude—that is on the—— 

Mr. Ratueone. Twenty-sixth. 

Senator Kerauver. The 26th of December. That is correct, isn’t 
it? Did Mr. Baker come to see you there, or did you go to see him? 

Mr. Rarueone. I was on my fod taking a little h oliday between 
Christmas and New Year. Mr. Baker called me up the morning of the 
day after Christmas and said he would like to come over and visit 
with me in Baton Rouge. 
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ee Keravver. Mr, Baker, of course, is the president of Humble 
i 

Mr. Rarueone. That is right. 

Senator Kerauver. And he had been present at this December 13 
board of directors meeting ? 

Mr. Ratueone. No, indeed ; he was not there. 

Senator Kerauver. A representative—— 

Mr. Rarusone. No representative of his, sir. 

Senator Keravuver. All your companies knew what was taking place 
at this meeting, didn’t they ? 

Mr. Rarueone. No, sir; there was nobody from the Humble Oil 
Co. who knew anything about that meeting on December 13. 

Senator KeFavuver. They knew about the forecast, about how this 
increase would up Humble’s profit by $47 million? 

Mr. Ratueone. No, sir; they did not. 

Senator Kerauver. Are your meetings classified ? 

Mr. Ratueone. Sir? 

Senator Kerauver. Were those meeings classified ? 

Mr. Rarueone. No, they were not classified. They were simply 
Jersey Co. meetings and the Humble Oil Co. is in Texas and we do 
not invite the Humble Oil Co. to come and join our board meetings. 

Senator Krerauver. Anyway, you were down at Baton Rouge. Did 
Mr. Baker call you up and say—— 

Mr. Ratupone. He called me on the morning of the 26th; yes, sir. 

Senator Keravuver. He came by to ask you what you thought about 
an increase of 35 cents a barrel on crude? 

Mr. Ratueone. No, sir. He came by to discuss with me the in- 
creased cost figures that his people had prepared and to tell me that 
he felt that he should raise the price of. crude oil that he posted in 
Texas and the other states where Humble posts prices of crude, 
because of the fact that he had a very good justification and need for 
it in his opinion on the basis of these increased costs, which had been 
going on for 314 years. 

Senator Kerauver. You told him you thought it was long overdue? 

Mr. Ratrueone. That is correct ; yes, sir. 

eis Keravuver. So that is where the final thing was decided 
upon 

Pr. Ratueone. He did not ask my approval. He acted on his own 
initiative. 

Senator Keravuver. But he must have come there for some reason ? 

Mr. Rarupeone. He came there for my opinion. 

Senator Kerauver. You gave him your opinion? 

Mr. Ratusone. Yes. 

Senator Kerauver. That it was long overdue? 

Mr. Ratupone. Yes, sir. 

Senator Kerauver. You don’t think the fact that you saw all this 
additional money coming in, which would enable you to buy tankers 
without having to issue new capital or to secure new capital on an 
expensive money market, had anything to do with your judgment 
that it would be a good thing for Standard to have its subsidiary 
make this price increase? 

Mr. Raturone. M aiprss Senator, was simply this: As I said 
awhile ago, we have Sens studying this trend in the rate of return on 
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investments in the oil industry for some years, and I am distressed 
to find that we have some difference in our figures here: but I have 
great confidence that the figures which I am using are truly repre- 
sentative of the picture, and that shows that the return of new invest- 
ment in the oil industry for the last 4 or 5 years has been declining 
7" steadily. 

nator Kerauver. That is not true of your company. The little 
oil companies have had a hard time, but your big companies haven’t 
been having any trouble. 

Mr. Ratueone. It is true of my company, sir, if my figures are 
nee and the ones you quoted are not. I believe mine are. 

enator Kerauver. I found that the Federal Trade Commission 
figures and the tables in the Small Business Committee report are 
identical, and I wonder if you are not figuring additional investment 
by the fact that you paid stock dividends from time to tine? 

Mr. Raturone. Well, Senator, I am just as interested as you are in 
the reconciliation of these figures, because our studies for some years 
have shown this declining return on investment. 

Senator Keravuver. I was trying to get the House small-business 
report. 

Senator Carrotu. I wonder if the Senator from Tennessee would 
let me ask the Senator a question at this time? 

Senator Keravuver. Yes, sir. 

Senator Carrotu. Do I understand there was a meeting of the board 
of directors on December 12 and 13 and they discussed the possible 
profit coming from the Humble Oil Co. as a result of a proposed 
price increase of oil? Is that the summary of the testimony as I 
understand it? 

Senator Keravver. The chronology is that there is a memorandum 
of Humble’s showing $47 million increase that they would have, a 
price increase which they—— 

Senator O’Manonry. Let’s make that definite. I have it in my 
hand. Let me ask that Mr. Rathbone take a look at this document 
which was submitted by the company in response to our subpena. The 
top sheet is Mr. Collado’s report. 

fr. Ratusone. Yes, sir. This is not a memorandum prepared by 
the Humble Oil Co. This is a memorandum prepared by our treas- 
urer’s department in Jersey. The Humble Co. was not acquainted 
with the contents of this memorandum. 

Senator O’Manoney. But the memorandum is the important fact. 

Mr. Ratuesonz. The memorandum was prepared by our treasurer’s 
department. It was an estimate of the effect on the earnings of the 
Humble Oil Co. of an increase of 25 cents per barrel in the price of 
crude and an increase in the output of crude oil volume of 48,000 
barrels a day. 

Senator O’Manoney. Does that not show a very substantial in- 
crease in the income of Humble as a result of the increase? 

Mr. Ratueone. Yes, sir. 

. Henator O’Manoneyr. What is the percentage set forth by your 
les ? 

Mr. Ratueone. The increase, the estimate in this memorandum is 
that an increase of 25 cents per barrel in the price of crude oil related 
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to Humble’s pre-Suez output of 380,000 barrels per Com, would raise 
Humble’s net after taxes, net income after taxes, by $17.5 million. 
The second part of the estimate says this: 
The effect on Humble’s volume of the Suez situation has been calculated at 


48,000 barrels per day. This would produce an increase in Humble’s net income 


after taxes of $26 million. If this is also subject to the price increase of 25 
cents per barrel— 


that means the additional products— 


there will be a further increase of $2.5 million per year. The combined effect 
of the price increase and an increase in output resulting from Suez would be 
to raise Humble’s net income by $46 million. 

Senator O’Manoney. You have a competent treasurer and a com- 
petent comptroller; do you not ? 

Mr. Ratueone. Sir! 

Senator ©’Manonry. You have a competent treasurer and a com- 
petent comptroller. You have confidence in these estimates by the 
gentlemen who prepared them ; have you not? 

Mr. Ratrurone. We think they are very capable gentlemen; yes, sir. 

Senator O’Manoney. You have confidence in the estimate which 
you have just read. Were those estimates not based upon contact and 
conference with Humble Oil ? 

Mr. Ratueone. No, sir; they were not. 

Senator O’Manonry. Did they draw them from the empty air like 
a magician taking a rabbit out of a hat? 

Mr. Ratrusgone. No, sir. We make this type of estimate all the 
time with respect to many affiliated companies. 

Senator O’Manoney. You don’t want this committee to understand 
that you make these estimates without getting preliminary facts from 
the subsidiary company from whom you expect this increase? 

Mr. Rarusone. No, sir. We have available to us on a regular basis 
knowledge of the production rates. 

Senator O’Manoney. What do you mean by a regular basis? 

Mr. Ratneone. Month after month. 

Senator O’Manoney. Reports? 

Mr. Raturone. Reports; yes, sir. 

Senator O’Manoney. In other words, you were in constant touch 
with what Humble was doing? 

Mr. Ratrneone. Yes, sir. 

Senator O’Manonry. The figures of Standard of New Jersey are 
on what Humble was constantly reporting to you, so that there can be 
no doubt that it was the contact between Humble and Standard of 
New Jersey that resulted in this estimate ? 

Mr. Ratrusone. That iscorrect. This is based—— 

Senator O’Manonry. It was a good estimate; wasn’t it ? 

Mr. Ratueone. I hope so. 

Senator Winey. As [ understand it, you own 80 percent of it, New 
Jersey does, of the Humble stock ? 

Mr. Rarneone. Approximately 87. 

Senator Wuzy. Approximately 87. 

Mr. Ratueone. Yes. 

Senator Witry. And it is common practice, of course—being the 
papa of them all, you people get reports from your subsidiaries? 

{r. Rarusone. Yes, sir. 
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Senator Witxy. And on that you based these findings? 

Mr. RatuBone. We use those reports, sir, regularly, in studies that 
we make in New York of the profits and the potential increase or 
decrease in profits and the potential changes in business of these 
various affiliated companies. These studies are made on the basis of 
reports that come to us from these affiliated companies. 

Senator Kerauver. Mr. Rathbone, of course Mr. Baker knew what 
an increase would do for Humble’s profit. He testified before this 
committee that he had detailed information about Humble’s output, 
just like you did. 

Mr. Ratupone. Yes, sir. 

Senator Kerauver. What price were they getting? It would just 
be a matter of mathematics to see how much additional earnings 
this would mean to Humble. 

Mr. Rarwpone. Yes, sir. 

Senator Kerauver. There is no secret about the fact that they knew 
it, too. 

Mr. Rarnpone. No, sir. 

Senator Krerauver. He came down to ask you about it. 

I interrupted Senator Carroll a minute ago. 

Senator Carrot. What I wanted to do, I am very interested in 
the development of this, and to use your own words, the chronology 
of it. This information that was gathered by this company on De- 
cember 12 and 13—do you want the record to show that this was just 
a casual incidental meeting in Louisiana, between Mr. Baker and 
yourself ¢ 

Mr. Rarupone. Well, it was not a casual meeting at all, sir. He 
telephoned me from Houston and told me he would like to come over 
to Baton Rouge and talk to me about several matters. 

Senator Carroti. Are you sure you didn’t call him ? 

Mr. Raruzons. I am completely positive; yes, sir. 

Senator Carrotn. In other words, he came over and he talked 
about his costs and the necessity for an oil increase. 

Mr. Ratrueone. Yes. 

Senator Carroru. Did he have difficulty convincing you that it 
was necessary ¢ 

Mr. Rarngone. No, sir. As I told him I thought the price rise in 
the American price of crude oil was overdue. I had been feeling that 
for well over a year. 

Senator Carroiyi. At the time that these figures were submitted 
to the board of directors, it was anticipated that somewhere, if you 
felt it was overdue, it would be conveyed to Humble. Is that not 
true ¢ 

Mr. Ratneone. No, sir; the estimate that was made in the board 
of directors’ memorandum was based on instructions of the board 
to our treasurer’s department to take that contingency into consider- 
ation. 

Senator Carrotn. All right. Having taken it into consideration, 
did you intend to convey that to Humble? 

Mr. Raruszone. No, sir. 

Senator Carroti. You had no idea about—— 

Mr. Raruponz. No, because we felt that—I felt, and I had so 
publicly expressed myself on several occasions throughout the year, 
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and many, many other vo in the oil industry had also publicly 
expressed the same view—that the rising costs in the producing end 
of the oil business, which has been going on for 314 years, was putting 
great strain, particularly on the independent producers, but on every 
producer, large and small, and would have to be compensated for by 
a higher crude price before too long. 

Senator Carroiu. It was just coincidental that following this re- 
port on the 12th and 13th that 10 or 12 days later, after Chvatinan, 
ror met with Mr. Baker and the oil price became effective on January 
3 

Mr. Ratugone. Yes, sir. I would like to say that the contents of 
the memorandum and the minutes on the 13th of December were not 
communicated to Mr. Baker or any other man in the Humble Oil Co, 

Senator Keravver. Were they always that secret ? 

Mr. Ratusone. We like to keep our minutes secret; yes, sir. 

Senator Krravuver. But, in any event, the chronological happening 
was that you first had the memorandum about how much this would 
mean to Humble. Then you had the meeting and you decided that a 
25-cent increase would mean $100 million to Standard of New Jersey. 
You wanted to buy more tankers. Never in your history had you 
had to issue additional capital for a purpose like that. The cost of 
money was high and, as a matter of fact, the increase that you put 
into effect does enable you to carry out your tanker program without 
new capitalization, doesn’t it? 

Mr. Ratueone. It would certainly be of assistance. 

Senator Kerauver. Now that you have your increase, you don’t 
intend to issue any new capital in order to buy more tankers. 

Mr. Ratueone. Not in 1957; no, sir. 

Senator Krrauver. You wanted tankers immediately, so that pur- 
pose was accomplished. You looked the situation over, decided that 
you hated to break your record of having to issue capital to buy 
tankers—your amortization and expansion program—so you increased 
the price and now you don’t have to get more capital to do that. That 
is true, isn’t it? 

Mr. Ratusone. Well, yes. I hope that is true. I might say that 
this tanker question is only a small part of our total capital program, 
and the picture that may be after 1957 is completely unclear yet. 
don’t know what we will get, then. 

Senator O’Manoney. Bunciec; will you yield to the Chair for a 
moment ? 

Senator Keravver. I did want to pursue some questions. 

Senator O’Manonry. Yes, but I wanted to go back to the matter 
that you and Senator Carroll were very much interested in. I call 
your attention, Mr. Rathbone, to the concluding sentence in the mem- 
orandum of December 12, 1956, which was signed—labeled by type- 
writing—“Mr. Emilio G. Collado and T. H. Tonessen.” 

This is the memorandum from which your trusted officials estimated 
the large increase in Humble’s net, if the crude price were increased. 
Now I call your attention to the last paragraph: 


Our present figures show Humble’s drawdown from Jersey at $18 million in 
1957. 


Does that mean that Humble had borrowed $18 million from New 
Jersey ? 
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Mr. Rarusone. That means, sir, that the estimate that we had of 
Humble’s cash requirements in 1957 would mean that they would have 
to get a cash advance from the Jersey company to that extent. 


Senator O’Mauonery. That is what I understood it to mean. Then 
the memorandum goes on: 


The price increase alone without any change in volume would eliminate this 
drawdown. If increases in volume and in the price of crude are both assumed, 
Humble might be in a position to deposit with Jersey a sum on the order of $28 


million, 

Do you think that that paragraph justifies the conclusion that 
Standard of New Jersey has a vital interest in the increase of crude in 
order to be reimbursed for the borrowings of Humble from Jersey ? 

Mr. Rarusone. I don’t think that that is any more than a simple 
statement of the effect of the crude-price increase which is the general 
subject for the memorandum. 


Senator O’Manoney. Just a coincidence, as Senator Carroll has 
suggested ¢ 
ir. Ratrusone. Well, sir, it is nota coincidence. It is simply a 
reflection of the fact, as I said awhile ago, that I personally and my 
whole board of directors I think had been feeling for a long time— 
along with many other people in the industry, and I could quote you 
dozens of statements to this effect, public statements—that a crude- 
rice rise in the American crude-oil price was bound to come before 
ong on account of the higher cost factors, that we were facing. It was 
a thing that was quite widely anticipated all through the industry. It 
is a thing that we anticipated ourselves. We did not—we used that 
25 cents in these forward estimates in 1957 for that precise reason that 
we felt so strongly that a crude-price rise would come in 1957, we 
asked our treasurer to give us the benefit of an estimate, as to what 
that would mean. 

Senator O’Msuonery. The questions of Senators Carroll and Ke- 
fauver were all directed to one point alone. Did Jersey or did it not 
suggest to Humble that the time had come for an increase in the price 
of crude? 

Mr. Raruzone. Well, I would like to say just as categorically as I 
ossibly can, that the Jersey company did not suggest that to the 
Tumble Co. 'The Humble Co. arrived at that decision. Mr. Baker 

and I presume his associates arrived at that decision completely inde- 
pendent of any suggestion from the Jersey company. 

Senator O’Manoney. Do you wish the committee to understand that 
this 87 percent owned subsidiary of yours does not receive suggestions 
from Standard with respect to its fiscal policy ? 

Mr. Ratrusone. We might make suggestions to them at times. You 
have asked me xbout this particular case and I tell you we did not 
suggest. We do make suggestions to them many times, 

Renatas O’Manoney. So you want the record to show that this esti- 
mate, as taken from your record, had no influence whatever in bring- 
ing Jersey to the point of suggesting to Humble that the time had 
come for ‘a crude increase? 


Mr. Ratusone. That is exactly what I would like to have the record 
show. 


Senator O’Manoney. The point from the communications which 
we received is that independents felt for a long time like you did that 
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there ie to be an increase in the price of crude. The suggestion 
was made to us that Standard of New Jersey was not particularly 
interested in increasing the price of crude in the United States because 
it had a supply of low-price crude from the Middle East, and Vene- 
zuela, and that this increase eventuated at the time that the Suez crisis 
developed. 

Mr. Rarunone. Well, of course, that is not true. 

Senator O’Manoney. I just put it up to you. You are the witness, 

Senator Krravuver. Mr. Rathbone, in any event, the result of what 
you did was to transfer the cost of your increased number of tankers 
and your capital and modernization program, and what not, from the 
stockholder, from the investors in Standard of New Jersey, to the con- 
sumers of the products that yousell. That was the result of the action 
that you took. 

Mr. Rarupone. The result of the action was an increase in the price 
to the consumers; yes, sir. 

Senator Keravuver. In other words, you were faced with a dilemma, 
either the investors were going to have to assume the cost of these ad- 
ditional tankers or you could pass it on to the consumers of your 
products. You elected to pass it on to the consumers, in view of the 
fact that you did not want to break your record here of always pay- 
ing out of retained earnings and in view of the high cost of money. 
That is the result. You nodded your head ? 

Mr. Ratusone. Yes; I said the result of this price increase was un- 
doubtedly, unquestionably, to raise the price to the consumers. 

Senator Krrauver. So that you did not have to issue any additional 
capital or place any burden on the stockholders to get your additional 
tankers, is that correct ? 

Mr. Ratusonz. Notatthistime. We do not have to issue any addi- 
tional stock ; no, sir. 

Senator Kerauver. Anyway, you got over this period without doing 
it. 

Now, Mr. Rathbone, Carter is a wholly owned subsidiary of Stand- 
ard of New Jersey, isn’t it? 

Mr. Ratueone. Yes. sir. 

Senator Kerauver. Who is Mr. J. W. Brice? 

Mr. Ratusone. He is president of the Carter Oil Co. 

Senator Kerauver. Examine this document. Are you familiar 
with it? 

Mr. Ratrupone. Yes, sir; I am familiar with it. 

Senator Kerauver. Mr. Chairman, I want to ask that this document, 
Standard Oil Co. (New Jersey) extract from committee memoran- 
dums, December 4, 1956, be made a part of the record. It was obtained 
from the New Jersey company under subpena. 

Senator O’Manoney. It will be received. 

(The matter referred to is as follows :) 


StanpaRp Or Co. (NEW JERSEY) 
Extract From Executive COMMITTEE MEMORANDA, DECEMBER 4, 1956 


Present: MJR, JEC, LWE, EES, MWB,’ SPC, HHH,’ PTL, HWP, ATP, 
DAS, WRS, LDW. 

Messrs. J. W. Brice, C. G. Herrington, J. M. Sprague, M. W. Haas, Bert 
Edwards, A. O. Savage, E. G. Collado, J. BE. Lindroth, H. G. Burke, Jr., M. A. 


1 Part time. 
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Wright, D. W. Ramsey, Jr., C. L. Burrill, C. J. Hedlund and E. M. Henderson 
joined the meeting. 

The following were among the comments made during the review of Carter's 
1957 capital budget: 

(1) Carter has prepared a long-range forecast which reflects anticipated 
increases from 1956 to 1965 as follows: net production—from 64,000 barrels per 
day to 90,000 barrels per day; refinery runs and product sales—from about 
20,000 barrels per day to about 40,000 barrels per day; and net profit—from 
$12.9 million to $33 million. This forecast, which reflects the assumption that 
Carter will discover a 65-million barrel oilfield during this period, is based on 
total budget expenditures at an annual rate of between $50 and $55 million 
and on the payment of dividends equal to 50 percent of earnings, and provides 
for borrowing from Jersey to reach a peak of $40 million at the end of 1959, 
all of which is expected to be repaid by the end of 1965. The anticipated 
growth of the importance of refining and marketing to Carter is illustrated by 
the fact that in 1965 these functions are expected to account for 40 percent of 
Carter’s earnings, before taxes, whereas in 1956 they represent 27 percent. 

(2) Carter estimates that for 1956 its gross additions to reserves will 
amount to 42.5 million barrels, of which 138.5 million barrels represents the 
original booking of new discoveries and the remaining 29 million barrels rep- 
resents revisions of estimates covering discoveries made in prior years. Of 
the new discoveries, 11 million barrels arise out of well-contribution deals 
made by Carter involving expenditures of only $1.1 million. 

(3) For 1957, Carter’s overall production costs are estimated at $2.43 per 
barrel or 42 cents per barrel below its estimated average sales realization of 
$2.85, assuming no change occurs in the price of crude oil. A very substantial 
part of the profit margin arises out of Carter’s large volume of low-cost water 
flood production and without this factor Carter would be unable to even par- 
tially finance exploration work at the level contemplated, i. e., a level which 
is equivalent to the expenditure of $1.11 for each barrel of crude oil produced. 

(4) In response to a question, Mr. Brice advised that he would look for a 
rise in the price of crude oil to occur first in the United States gulf coast and 
then be followed by increases in the midcontinent and Rocky Mountain areas, 
although in the latter two areas the average amount of any increases might 
be somewhat lower than the average in the gulf. He also expressed the hope 
that any changes would occur selectively and not on an across-the-board basis. 

(5) Mr. Rathbone suggested that Carter look into the possibility of realizing 
a cost saving by contracting for some of its outside seismic crews on a 2 to 4 
year basis, rather than for considerable shorter periods of time, as at present. 
In this connection, it was noted that about half of Carter’s seismic work is 
handled by its own crews and the balance covered by contracts with outside 
organizations. 


Senator Krravuver. In this, Mr. Rathbone, you set out the exact 
way that you were going to put into effect the price increase. 

Down at No. 4 here in response to a question Mr. Brice advised that 
he would look for a rise in the price of crude oil to occur first in the 
United States gulf coast and then be followed by increases in the Mid- 
continent and Rocky Mountain areas, and that is contained in here; 
isn’t it? 

Mr. Rarusone. Yes, sir. That is. 

Senator Kerauver. You are familiar with this? 

Mr. Ratrueone. That is the minutes of the board meeting which Mr. 
Brice attended in the early part of December to diseuss his budget 
and his financial picture with the Jersey board. At the time of this 
discussion he was asked a question as to what his opinion was with re- 
spect to the crude-oil situation and what his opinion was with respect 
to the possibilities that a price increase in crude oil might occur. You 
have there his reply. 
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Senator Kerauver. Then he also recommended that there be a selec- 
tive price increase, 40 cents in certain parts of the gulf and less on out 
in west Texas? = 

Mr. Ratueons. No,sir. That is not correct, sir. 

Senator Keravuver. That is at one of the meetings. 

Mr. Rarneone. He said he felt that a price rise might take that 
form. He made no recommendation because Mr. Brice operates in the 
Midcontinent and not in the gulf coast. 

Senator Keravuver. It says here: 

He also expressed the hope that any changes would occur selectively and not 
on an across-the-board basis, 

That was the way it was done; wasn’t it? 

Mr. Ratrupone. (Nods affirmatively.) 

Senator Kreravuver. Humble Oil raised its price 40 cents a barrel 
where it had wells but the increase was only about 20 cents in sections 
of the country where they had to buy from independents; isn’t that 
correct ? 

Mr. Ratueone. No, sir. 

Senator Kerauver. Humble’s wells are mainly in east Texas; aren’t 
they ? 

Mr. Rarnrone. Humble has wells all over the State of Texas. 
There are fields where they have raised the price and they do not have 
production. 

Senator Keravuver. Isn’t it true that a part of what this means here, 
not across-the-board, that this is the first time it has been done that 
way and that part of the idea was that you would raise the price in 
your own area higher than you would where you had to buy oil from 
some independent ¢ 

Mr. Ratueone. No,sir. That is not correct either. 

Senator Kerauver. It was done that way; wasn’t it? 

Mr. Raruerone. No, sir, it was not done that way. The increases in 
many areas were higher in the places where the majority of the produc- 
tion was bought from outside independent companies rather than the 
amount representing our own production. 

Senator Kerauver. Why wasn’t it across the board, all the way 
across, as it had been on previous occasions ! 

Mr. Ratnpone. Because, Senator Kefauver, the practice, in my 
opinion, and I know in the opinion of Humble Oil Co. and I know 
in the opinion of Mr. Brice of the Carter Co., and I am quite sure 
any careful economic study of the oil industry would show that the 
practice of raising the price of crude oil over a wide territory such 
as the State of Texas, the same amount for every crude oil is com- 
pletely unsound economically because of the variations in quality of 
crude oil. 

Senator Keravver. But this is the first time it has been done on a 
selective basis; isn’t it? 

Mr. Rarugone. No, sir. It has been done on a selective basis many 
times before. 

Senator Keravver. Mr. Chairman, I have been hearing Mr. Rath- 
bone and these other witnesses talk about the price of crude, that 
the raise was long overdue and we only the second raise they have 
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had since 1948. I would like, with your permission, to direct a few 
questions to him in that connection at present or as soon as we 
reconvene. 

Senator O’Manoney. Do you want to raise that when we reconvene ? 

Senator Keravver. I don’t know what your pleasure is. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Senator O’Manoney. On the record. 

Senator Kerauver. Mr. Rathbone, I have heard you and all the 
other witnesses come in and say this rise in price of crude is long 
overdue, that you only had one previous increase since 1948, and all 


of you go back to 1948. That is what you said here in your statement, 
T believe. 


Mr. Ratupone. 1947. 

Senator Krrauver. 1947. Well, Mr. Rathbone, isn’t it true that 
the oil companies greatly underestimated the demand that there would 
be for oil immediately following the war, and that as a result of the 
oil shortage the price of crude shot up to a very high point in 1947? 

Mr. Rarupone. Yes, sir. There was a very great underestimation 
of the demand for oil right after the war. 

Senator Kerauver. And the price of crude went up from 1945. 
JT have the charts here, It went up to about, figured on this chart, 
120 to about almost 240. 

Mr. Rarupone. Yes, sir, There was a very, very substantial 
increase. I think it was in 1947, I forget just what part of the year. 
When the war closed, as you will recall, the price of crude oil as well 
as everything else was under price control and we closed the war 
period with, to all intents and purposes, absolutely no surplus-pro- 
ducing capacity in this country. We were right up to the top on the 
supplies of oil in this country. I mean the productive capacity. 

Senator Kerauver. Well, then 

Mr. Rarupone. There was, as you have mentioned a moment ago, 
a very general underestimation of the demand for oil in the postwar 
period. I recall our own company figures and they showed quite 
a sizeable decline in the demand and I know that many other figures 
were published by other economists to that same effect. 

The reverse proved to be true. There was a tremendously strong 
pent-up demand for more oil immediately post war. Demand for 
oil shot up and, as you have mentioned, we had an oil shortage in 
1948. It came about as close to really being too short of oil in 1948 as 
T can recall. 

Senator Krravuver. So, Mr. Rathbone, from the latter part of 
1945, reaching a peak about 1948, the price of crude and fuel oil just 
about doubled. 

Mr. Rarnupone. Yes, sit. 

Senator Keravuver. So I don’t think it is quite fair that you try to 
mislead the American people or get the American people to feel that 
because you have only had one increase since 1948, prior to this last 
one, that you are entitled to relief because you are taking a time when 
there was an unusually high price due to this shortage of crude and 
fuel oil in the United States. 

90507—57—pt. 2——18 
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Mr. Rarusonze. Well—— 

Senator Kmrauver. I have here a chart. I think it is taken from 
Platt’s Oil Price Handbook and the Department of Commerce. Tak- 
ing the 1935 to 1939 average, the cost of living and the cost of oil 
starting out together, generally, the wholesale prices of all com- 
modities taken together have been below the price that you have been 
getting for crude oil and the cost of living has been generally under 
the increase that you have gotten, that crude has been selling for. I 
am sure you are familiar with this chart, Mr. Rathbone. 

Mr. Ratupone. Do you wish me to comment on it? 

Senator Kerauver. Yes. 

You are familiar with the general prices as shown in this chart? 

Mr. Ratupone. Yes. 

Senator Keravuver. So, that taking here in 1940, you were 100; 
then by 1948 crude was at a point here about 240, more than twice as 
much. Fuel oil shot way up here to 350, beginning at 100 back in 
1940, three and a half times as much. And you now have the price 
of crude up 279 on this chart, whereas wholesale prices of all com- 
modities is just about 225. 

You have fuel oil now up to 350 on this chart, very much advanced 
over the average price of all other wholesale commodities, a very 
much greater increase than the general cost of living. 

Then, when you compare it with agricultural products—Mr. Chair- 
man, I don’t know if these have been filed. If not, I would like these 
to be filed so we will know what we are talking about. 

Mr. McHvuen. They area part of the record. 

Senator Krrauver. In 1945, for instance, it took 0.58 bushels of 
wheat to buy 1 barrel of bunker C fuel oil. In 1947 it took 1.19 bushels 
of wheat, or 214 times as much. And now, in 1957, it takes 13.80 
bushels, or 23 times as much. 

So your prices have gone up a lot more rapidly than the average 
of other wholesale commodities, and certainly more rapidly than 
other agricultural products, haven’t they ? 

Mr. Ratupone. Yes, sir. 

You have mentioned gasoline there. You will notice from the 
chart that gasoline is the lowest price on the chart. It has gone up 
less than the others. I may say—— 

Senator Krravver. Let’s talk about this gasoline a minute. 

Senator O’Manoney. Senator, may I interrupt? 

What are the particular charts you want in the record? I have 
one here entitled “Annual Average Prices of Residual Fuel Oil and 
Crude Oil, Motor Fuel and Distillate Fuel, Compared with Whole- 
sale Prices and Cost of Living.” This is Platt’s Oil Price Hand- 
book, United States Department of Commerce Survey of Current 
Business, dated January 30, 1957. 

Senator Keravuver. I would like to have that in the record. 

Senator O’Manoney. It may be received. 

(The document referred to is as follows :) 
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Senator Keravuver. Now, Mr. Rathbone has spoken about the fact 
that gasoline hasn’t gone up as rapidly as some of the others. Asa 
matter of fact, your wholesale prices have gone up more than this 
chart shows. 

What has been done is that the retail filling station operator has 
just been getting his 4-cent rate all along, and his differential hasn’t 
gone up as rapidly. 

Mr. Ratupone. No. His differential has gone up also. I don’t say 
how much in proportion. 

Senator Krerauver. Now—— 

Mr. Ratueone. I don’t know. 

Senator Keravver. I am advised if you take your wholesale prices, 
showing that motor fuel hasn’t gone up as rapidly, that that reflects 
the selling price at the gasoline filling station, and that if you take 
your wholesale price, it would be up considerably higher than that. 

Can you tell us if the retailer’s percentage has gone up as much as 
your percentage has gone up? 

Mr. Ratuvone. Not offhand; no, sir. I can get you that figure, but 
I can’t tell you offhand. 

(The information referred to follows :) 


Housebrand gasoline prices, 50 representative cities 
[Cents per gallon] 
| 














| 
Posted dealer | Service sta- | Service sta- 
Yearly average tank wagon | Dealer tion price | tion price 
price (ex- margin (excluding | (including 
eluding tax) | tax) tax) 
| 
9. 08 3. 67 | 12. 75 18. 41 
9. 49 3.81 13. 30 | 19. 23 
19,94 4.02 | 113.96 2 20. 43 
110.01 4.11 | 114.12 | 2 20. 53 
110, 06 4.18 114.19 2 20. 59 
110.07 415 | 114.22 220. 50 
ka 10, 40 4.29 14. 69 20. 77 
k 12. 33 4. 60 16. 93 | 23. 11 
SS 14, 55 4.99 | 19. 54 25. 88 
949 __ 15, 05 5. 22 20. 27 26. 79 
950_. 15. 10 4. 98 | 20. 08 26. 76 
; 15. 33 4. 98 20 31 27.15 
; 15. 27 | 4.97 20. 24 | 27. 56 
REE te Eth, Cet tet eb sa deeoguiinpen tbs 15. 95 5. 33 21. 28 28. 69 
eee eee ed 16, 19 | 5. 37 21. 56 | 29. 04 
SE tiiatdeaiesdbginske tee Sabian ooikeioenate et 16. 18 | 5. 24 | 21. 42 | 29. 04 
en Se 58 os ee clk tab tad 16, 34 5. 26 21. 60 29. 93 
MOST, TAMUEE Fa 9s << dcis~- eh. Sire eh 16, 21 5. 28 | 21. 49 30. 36 
' 


1 Excludes OPA compensatory charges paid to Defense Supplies Corporation, or its predecessor, to cover 
excess transportation costs as follows: 1942, 0.50 cent; 1943, 0.44 cent; 1944, 0.43 cent; 1945, 0.26 cent. 
2 Includes above special charges. 


Source of information: Gasoline prices obtained from information furnished by API. Beginning July 1, 
1956, data obtained from National Petroleum News. 


Senator Krerauver. Now, the second one I would like to make a part 
of the record is “Quantities of wheat, cotton, and beef required to 
buy one barrel of bunker C fuel oil,” which I have just read over. 

enator O’Manoney. It may be received. 

(The document referred to is as follows :) 
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QUANTITIES OF WHEAT, COTTON AND BEEF 
REQUIRED TO BUY ONE BARREL OF 
BUNKER “C’”? FUEL OIL, GULF COAST CARGO LOTS 
1945 AND FEBRUARY 1957 
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Source: U. S. Department of Commerce 


Feb. 19, 1957 


Senator Krerauver. I have just read that to Mr. Rathbone. 

Now, Mr. Rathbone, here is chart No. 3: “Daily quoted prices for: 
No. 6 fuel oil, New York harbor barges, highs and lows, bunker C, gulf 
coast cargoes, lows.” And this is taken from the National Petroleum 
News and Platt’s Oil Price Service, and that shows that on crude 
beginning here, the first of 1946, it was about, I take it, $1.40 a barrel. 
You have now gotten up above $3.25 to this point here; is that correct ? 

(The chart referred to is as follows :) 
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Mr. RatHpone. Yes, sir, in that period of time. 

Senator Kerauver. That is a tremendous increase, isn’t it, from 
$1.40 to $3.45 ? 

Mr. RatrHeone. Yes. 

There is a very good reason why that occurred. 

In this period of time heavy fuel oil, which is the product you are 
referring to, had moved from the position of a byproduct to a prime or 
major product in the oil industry. 

Senator Keravver. I am talking about crude oil. 

Mr. RarHeone. You said fuel oil. 

Senator Keravver. I am talking about crude oil. It was about 
$1.40 in 1946. It is now up above $3.40, according to this chart, or 
about $3.30, or $3.45. 

Mr. Raturone. It probably moved. I don’t have the figures. 

Senator Kerauver. What else can you think of that has gone up 
so astronomically as crude has, over that period of time, of a major 
cost-of-living item? 

Mr. Ratrueone. I don’t know. I would have to check the records 
to find out. 

Senator Keravver. It shows that in 1948, at the point which you al- 
ways talk about, there was an astronomical rise from 1945 and 1946 
in crude, fuel, all oil prices; is that correct ? 

Mr. RatHrone. Yes, sir. 

What happened there, as I mentioned a while ago, during the war 
drilling practically ceased, and the supply of oil in this country got 
down very low, related to the demand, and in the immediate postwar 
period there was a very, very heavy demand for more oil than we had 
anticipated, and that price increase occurred in response to that. It 
stimulated the industry to move ahead very fast. 

Senator Keravuver. That isthe reason I say, Mr. Rathbone, that you 
oil people are not exactly giving the American people the whole pic- 
ture when you base the number of increases and the percentage of 
increases that you have had from an unusually high time and not an 
average time, to wit, 1948, when there was an unprecedented high 
price as a result of your miscalculation of the domestic demand for oil. 

Mr. Raruvone. Well, 1948, sir, is taken pretty generally as a base 
index period by a lot-— 

Senator Kerauver. By whom? 

Mr. Rarusone. Industry. 

Senator Kerauver. It certainly is by you oil people, but I think, in 
fairness, you ought to go back and show that your prices are approxi- 
mately three times what they were in 1946, that you have had very 
large stepups up to 1948 in all oils, as this shows. 

Lask that this be made a part of the record. 

Senator O’Manoney. It will be received. 

Senator Kreravuver. Now, here, Mr. Rathbone, is a chart showin 
the percent increase in cost over 1945, the source being Platt’s O1 
Price Service and United States Department of Commerce. I ask 
you to examine this. 

(The chart referred to follows :) 
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Source: Oil - Platt’s Oil Price Service 
Other Items: U.S. Dept. of Commerce 


It shows, Mr. Rathbone, that the beef is up 29 percent over 1945, 
in January 1957; wheat, 46 percent; cotton, 48 percent; retail prices, 
51 percent; wholesale prices, 70 percent; aluminum, 81 percent; aver- 
age hourly earnings, manufacturing, 100 percent; composite-finished 
steel, 130 percent; crude petroleum, 162 percent; gulf coast bunker C 
fuel oil, average high and low, 199 percent. 

You are way up above all of them, above the hourly wage increase, 
above aluminum, above wholesale prices, above finished steel. 

What explanation do you make for this? 

Mr. Rarusone. The reason for this, sir, is that crude oil has be- 
come very, very much more expensive to find. We are depleting the 
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crude-oil reserves in this country. The ability to find crude oil is 
getting very, very much more difficult and expensive all the time. 

The cost of wells has gone up, the depths of wells. We are having 
to drill on the offshore. We are finding approximately, I think, about 
a fourth as much oil per wildcat well which is successful as we have 
found in past years, and this is the basic reason why the cost of oil 
has had to go up higher than the cost of these other things that you 
have shown here. 

Senator Kerauver. May I have that back, Mr. Rathbone? 

Mr. Ratupone. Yes, sir. 

Senator Keravuver. Mr. Rathbone, these other things don’t get any 
2714 percent depletion, do they ? 

Mr. Ratupone. No, sir. 

Senator Kerauver. Mr. Rathbone, when you find more oil in 
Venezuela or in the Middle East where it is not depleted, and you have 
high domestic prices here, it means that there is a rise in the prices 
there. That is, when you import oil from Venezuela or from the 
Middle East, the prices that you get for your product from outside of 
the United States are raised, also; are they not? 

Mr. Rarupone. It may or may not. It hasn’t raised the price in 
the Middle East right now, you see. 

Senator Keravver. It is going to. 

Mr. Ratueone. It hasn’t so far. 

Senator Keravuver. Your notes indicate that you are planning to 
raise the price in the Middle East with a corresponding increase; isn’t 
that true? As a matter of fact, don’t you figure your Middle East 
price in this way—you start with your gulf price and then you take 
your freight from the Middle East—from the gulf to New York, and 
that is your Middle East price. 

Mr. Ratueone. No, sir. 

Senator Keravver. Wait a minute. You take your gulf price, add 
freight to it from the gulf to New York, and then subtract the freight 
from New York to the Middle East and that is your Middle East 
price. 

Mr. Ratusone. No, sir. ‘ 

Senator Keravuver. Isn’t that your net price? 

Mr. Rarusone. No, sir. The price of crude oil in the Middle East 
is $1.75 a barrel and the price in the gulf coast, I believe, is about $3 
a barrel, let’s say, and those 2 prices do not lay down the proof that 
crude is the same price in Western Europe. 

Senator Kerauver. That may be the situation, but historically 
haven’t the prices been about the same ? 

Mr. Ratueone. No, sir; they haven’t been the same over history. 
There have been times when they have been the same, but it certainly 
has not been a persistent pattern that the crude oil in the Middle East 
is the same oil equivalent laid down in Western Europe. 

As a matter of fact, in 1948, I believe it was, there were four de- 
creases in the price of Middle East oil when there were no decreases 
in the price of American crude. 

Senator Krerauver. Do you feel these Middle East prices reflect 
Middle East costs, Mr. Rathbone? 

Mr. Ratueone. It is hard to say what you mean by “reflect,” sir. 
I don’t know just what—— 

Senator Keravver. In other words, your Middle East operations 
have been fantastically profitable; haven’t they ? 
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Mr. Ratrusone. Some of them have, yes, sir; very profitable. 

Senator Kerauver. You pay practically no United States tax on 
your Middle East operations. You get a tax credit, that is, dollar- 
for-dollar credit on what you pay in Middle East taxes, and you also 
get your 2714 percent depletion, so that your operations there— 
Aramco, for instance—have been very profitable. 

Mr. Ratueone. That is right. 

Senator Keravuver. Now, Mr. Chairman, I would like to insert this 
chart in the record. 

Senator O’Manoney. It may be received. 

(The chart referred to is as follows:) 


QUANTITIES OF WHEAT, COTTON AND BEEF 
REQUIRED TO BUY ONE BARREL OF 
OKLAHOMA-KANSAS. CRUDE (36. -36.9 GRAVITY) 

1945 AND FEBRUARY 1957 





2.0 times 
14.66 lb. 
1.8 times 1,8 times 
| 1.26 bu. 9.19 lb. 
70 bu. 5. 18 lb, 1.23 lb. 
| & & - . 
< < & & fe Ke 
| = - - > a i] 
3) i} 
| = = o o m es) 
| 1945 Jan. 1945 Jan. 1945 Jan. 
| Avg. 1957 Avg. 1957 Avg. 1957 


| 


Source: U. S. Department of Commerce 


~~ Feb. 19, 1957) 
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Senator Kerauver. Now, one other document. Congressman Sikes 
did the best job of analyzing and dissecting the weak points in the 
claim that a price rise was long overdue and the fallacy and the un- 
fairness to the public of taking 1948 as a starting base with oil. He 
has done a good job comparing the increased price of oil with all 
other commodities, with labor, with agricultural products, in a 
speech in the House of Representatives on February 21, which is 
rather brief, and rather than read it here, I would like to put this in 
the record. 

Senator O’Maunoney. It may be received. 

(The speech referred to is as follows:) 


Or PRICES 


The Speaker. Under previous order of the House, the gentleman from Florida 
[Mr. Sikes] is recognized for 20 minutes. 

(Mr. Sikes asked and was given permission to revise and extend his remarks. ) 

Mr. Stxes. Mr. Speaker, the Nation has been seriously disturbed by the very 
large and sudden increase in oil prices which we now are experiencing. Both the 
Senate and the House are making inquiries. Both producers and consumers are 
being heard. Because my State of Florida is one of the most adversely affected 
I am strongly interested in what is taking place. On yesterday, Mr. M. J. Rath- 
bone, president of the Standard Oil Company of New Jersey, one of the largest 
and most powerful corporations in the world, testified for the producers. In 
attempting to justify the increase in oil prices, he used as a base the year 1948 
to compare oil prices with the cost of labor, of steel, and other products. The 
year 1948 does not give a true comparison, and this I shall prove. People in 
Florida and throughout the United States will remember what happened in 1947 
and 1948 in oil prices and oil shortages. So high did fuel oil prices soar that the 
mayors and city commissioners from cities all over Florida came to Washington 
in a body and petitioned the President of the United States, the United States 
Senate, and the United States House of Representatives for a redress of griev- 
ances against the then existing high prices of fuel oil. My distinguished col- 
league, the gentleman from New Jersey, Congressman Wolverton, was then 
chairman of a committee investigating oil prices. The people of Florida are very 
grateful for the invitation which the gentleman from New Jersey, Congressman 
Wolverton extended to the Florida delegation to appear before his committee. 
I am sure that the gentleman from New Jersey, Congressman Wolverton, and 
other members of the committee will well recall that the conditions in 1948 were 
very Similar to conditions today. The earnings of the oil companies were high; 
prices of residual fuel had skyrocketed 150 percent for the preceding 2 years, and 
basic crude oil had been increased 6 times during the years 1946—47 and had gone 
up from $1.17 in March of 1946 to $2.57 in November of 1947, an increase of 120 
percent. Then, like now, the petroleum industry had made themselves a crisis, 
They had underestimated by a considerable margin the demand for oil in this 
country and elsewhere and had permitted the tankers to be put into the mothball 
fleet. When the shortage of heating oils became acute in the winter of 1947-48 
all the available tankers were pulled out of the mothballs as quickly as possible 
and put into service. But this was not in time to save the American public 
against the terrific increases in all oil products. Those increases resulted from 
a crisis due primarily to the bad guesses of a few people who controlled the great 
oil industry, which, together with natural gas, provides two-thirds of the fuel 
for the work done in the United States, including waterpower, windpower, man- 
power, and animal power. 

I did not understand then, as I cannot understand today, how a shortage in 
tankers can increase the prices of crude at the wells. 

The increase since Suez will cost the Nation $2 billion a year, and cost the 
people of Florida an estimated $64 million a year, at an equivalent of about 
$50 per family. My State uses more petroleum products per capita than any 
other State, and I am deeply concerned about these increases. We expected 
erude to go down after the crisis of 1948. However, through the methods used 
in this country for the control of supply and demand, crude did not go down, 
but actually went up another 25 cents per barrel in June 1953, which, inci- 
dentally. was 6 months after the Republicans gained control of the administra- 
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tion. And now these oil companies, which are among the most prosperous 
businesses in the country, which have been favored more than any other indus- 
try by tax laws and by legislation permitting control of supply to meet the 
demand, have the gall to put into effect another increase and make the remark- 
able statement that we have had only one increase since 1947. They ask the 
public to ignore the 6 increases put into effect in 1946 and 1947 amounting to 
120 percent. No other commodity in that period increased even half that 
amount. Labor and most other commodities, as I recall it, were going up 5 or 
10 percent a year but not 60 percent a year, as did oil. The price of crude 
today is two and one-half times the price of crude at the end of the war. Indus- 
trial fuel oil, which my State is so dependent upon, is selling at three times the 
1945 price at the refineries on the gulf coast. What major commodity is selling 
at 2% or 3 times the 1945 price? The public can well understand why repre- 
sentatives of the oil industry wish to start with 1948 for base pricing. Prob- 
ably no other business in the country, except the unregulated and monopolistic 
oil industry, could get by with such increases. The users of gasoline and fuel 
oil have paid for the billions of expenditures in exploration and plant expan- 
sions in the prices paid for the product. The petroleum industry has operated 
on a pay-as-you-go basis while other American industries must sell securities 
for plant expansions. Less than 5 percent of the many billions of dollars put 
into the exploration and expansion of the oil industry since 1946 have been 
financed from borrowings or the sale of securities. 

The minutes of his board of directors of December 13, 1956, put into the 
House Record yesterday by Mr. Rathbone, show two very startling facts. One 
was the statement that the expansion program would be such in 1957 that for 
the first time in 10 years cash generated within the business would be insuffi- 
cient to finance this program. The second is the discussion of the effect of an 
increase in base crude oil which, according to the minutes, showed that Stand- 
ard’s net would increase $100 million, or 121% percent, above the earnings for 
1956 of $800 million. After reading these minutes one may understand how it 
was that Humble Oil, a subsidiary of Standard Oil Co., increased the price of 
crude on January 3 not 25 cents per barrel but 35 cents per barrel. Mr. Rath- 
bone made a very fine case for his company when he showed the increased cost 
of drilling since 1948, the increused cost of ships and other items, compared 
with the increase in oil since 1948, but Mr. Rathbone’s case in the eyes of the 
public must fall flat when you consider total increases in oil and increases in 
other costs since 1945. Oil must be paid for in this country out of the products 
produced, out of the wages earned by the people in this country. It may sur- 
prise some of my colleagues when I inform them that it takes 80 percent more 
wheat or cotton and twice as much meat to purchase a barrel of crude oil today 
than it did in 1945. It takes twice as much cotton or wheat or two and three- 
tenths as much beef to purchase a barrel of industrial fuel oil at the gulf 
eoast refineries than it did in 1945. 

While everyone realizes that wages in the manufacturing industry have gone 
up considerably since 1945, the manufacturing wage earner today must use 1.3 
percent more of his wages to buy a barrel of crude than it took in 1945. It takes 
1% times as many hours of work for the wage earner to buy a barrel of heavy 
fuel] oil than it did in 1945. 

The filling-station operators of America are caught in the squeeze. They 
too, are blamed for the increases in gasoline. They should not be blamed because 
they must pass the increase at the refinery on to the customer if they are to stay 
in business. The filling-station operator has not had the breaks that the major 
oil companies have had. The wholesale price of gasoline at the refinery has 
doubled since 1945, but the cost at the filling station has gone up only 50 percent. 
The wholesale price of gasoline for the year 1945, as shown in the United States 
Department of Commerce survey of current business, averaged 5.9 cents at the 
refinery. Today it is averaging over 1214 cents. The retail price of gasoline fur 
50 cities that are currently surveyed for 1414 cents in 1945 and today it is ap- 
proximately 21% cents. The filling-station operator has costs which go up the 
same as costs go up for the major oil companies. Yet his margin of profit is 
not figured on a percentage basis but apparently is maintained at the same 
number of cents per gallon. 

One would think that with all the money the oil companies claim to be 
spending for research and that with larger refineries and more efficient methods, 
with more gasoline being produced from a barrel of crude that the price of 
these products would reflect some of the improved methods. Is it any wonder 
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that the public is distrustful of the propaganda which is being spread throughout 
the country by one of the best organized groups of any American industry? 

I am not optimistic that the House will pass any remedial lezislation this 
session, but I serve notice on the petroleum industry now that they are riding 
for a fall in the same way the large public-utility-holding companies were riding 
high in the heyday of the 1920’s. They could well take a lesson from what hap- 
pened to these large holding companies. 

In conclusion 1 would like to read into the record some very illuminating 
figures. 


DAILY PRICES OF OKLAHOMA-KANSAS CRUDE OIL (36-36.9 GRAVITY) 


In March of 1946 the price was $1.17. The following have been the increases 
since that date: 

April 1, 1946, 10 cents to $1.27. 

July 25, 1946, 25 cents to $1.52. 

November 15, 1946, 10 cents to $1.62. 

March 10, 1947, 25 cents to $1.87. 

October 15, 1947, 20 cents to $2.07. 

November 28, 1947, 50 cents to $2.57. 

July 19, 1953, 25 cents to $2.82. 

January 3, 1957, 25 cents and 35 cents to $3.07 and $3.17. 

An increase from $1.17 to $3.07 is $1.90 per barrel. Now gentlemen. this is 
a total increase since 1945 of 162 percent. I would like to read you the increase 
in other costs since 1945. They are as follows: 


Percent 
cas otc cregeimtebetsn dio rapes ep a ecsisegnoie-cagenagciase rani aaeeceietas te aint idles Se ateiikeeceeticneaenee 29 
NON esa sas sce sien me reek pene de eg eh acl eth ate ie bn ales ea Ree 46 
a le a lta dade Lite eed tah Site h escalate beige ent inainetianhh dass tddediniabe 48 
SEIN, 10 ONO a ieak nc ainigh ated thei bl inte be Sng ietaldh Gatien a bFenm edison opie teeta aninieiadeiee 51 
I ae 70 
SC «OU nf acmt lice cei a tae toda cecied in tiateims co enes aniniaeteetaea S51 
Bveraee yearly GhTines INSRUTACLUrING. 3 oon ee ce eek 100 
Copvposite: price Baished: ater) ai oc kee ee eth Hine ed ee 130 
Geeelt -cmnat. incimGttial Tek: Fl occas he eit mh nse iii ate em emer 199 


By comparison, since 1945 the average unit cost of residential electricity for 
1956 was 24 percent below 1945. 

Mr. Gross. Mr. Speaker, will the gentleman yield? 

Mr. Sikes. I yield. 

Mr. Gross. I want to commend the gentleman for the very excellent presenta- 
tion he has made. I wonder if the gentleman agrees with me that while it is 
a fine thing for the Attorney General's Office to say, “If we can find any viola- 
tion of the antitrust laws in the petroleum industry we will prosecute,” | wonder 
if the gentleman will not agree with me that any agency of the Government so 
empowered ought to have moved into this situation to save the consuming public 
millions of dollars now. Prosecution on antitrust charges, if warranted, would 
be helpful for the future, but will do no good as far as this bilking of the public 
that is going on now, today. The need is for immediate action, and it is a strange 
situation that with the hundreds of millions of dollars expended annually on 
Various agencies and departments in the executive branch of Government, it is 
left to Congress, 9 times out of 10, to initiate investigations in behalf of the public 
welfare. The executive branch of Government ought to have moved on these 
petroleum price increases and demanded to know the justification for them last 
December. That failure reflects no credit on those so empowered. 

Mr. Sikes. I agree fully with my colleague, as I so often do in his views here 
on the floor. 

Mr. Petty. Mr. Speaker, will the gentleman yield? 

Mr. Sixes. I yield. 

Mr. PELLy. I would like to tell the gentleman briefly that I share his concern. 
Up in the Pacific Northwest the retail price of light fuel oil has gone up in the 
last 15 months from $3.20 a barrel to $4.24 a barrel. although the general defi- 
ciency during the same period on the west coast has declined; and I want to 
assure the gentleman of my support in his efforts to bring to light some of the 
facts back of these many price rises. I am very glad he is raising the issue. 

Mr. BartLtey. Mr. Speaker, will the gentleman yield? 

Mr. Srxes. I yield. 

Mr. BarLey. I regret that I missed the major part of the gentleman’s presenta- 
tion. Did the gentleman discuss the oil lift proposal? 
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Mr. Sixes. I did not. 

Mr, Barney. I thank the gentleman. I was going to comment on that anzle, if 
the gentleman had. 

Mr. Bennert of Florida. Mr. Speaker, will the gentleman yield? 

Mr, Srxes, I yield. 

Mr. Bennett of Florida. Mr. Speaker, I would like to congratulate our senior 
colleague from Florida on his fine factual presentation. I would like to point 
out that the State of Florida is one of the few States, if not the only State, that 
does not have natural gas. We are entirely dependent upon the oil industry in 
many of the things we do. 

It seems to me that although the present picture does not look like legislation 
in this field, as far as I am concerned I would be glad to support legislation to 
do something about this from a legislative standpoint right now. I realize that 
there are administrative procedures that would be more rapid than legislation, 
but as far as Iam concerned I think this abuse has shown the need for legislative 
or administrative action, or any other legal thing to put an end to the existing 
inequities. 

Mr. Srxes. I know how my colleague feels and I appreciate his contribution, 

Mr. Petry. Mr. Speaker, will the gentleman yield for a question? 

Mr. Srxes. I yield. 

Mr. Petry. I wonder if the gentleman would tell me if he thinks it is possible 
to regulate the petroleum industry similar to the way the natural-gas industry 
is regulated? 

Mr. S:kes. I see no reason why it could not be subjected to the same kind of 
regulation. 

Mr. Petry. The way prices are going indicates that the industry itself is in- 
viting regulation, does it not? 

Mr. Sr1Kxes. There is no question about it. 

Mr. Petry. I wanted also to comment that in the Pacific Northwest we have 
just obtained natural gas. I do not hold out any hope to you in Florida that 
when you get it, it will relieve the pressure, because since we have gotten it our 
prices on petroleum products have not declined. 


Senator Kerauver. We referred to the extract of the executive 
committee of Standard Oil of New Jersey, with reference to Carter 
Oil, which I would like to put in the record. 

Senator O’Manonry. That is already in the record. 

The committee will stand in recess until 2: 30. 

(Whereupon, at 12:40 p. m. the committee stood in recess to recon- 
vene at 2: 30 p. m. this same day.) 


AFTERNOON SESSION 


Senator O’Manonery (presiding). The committee will come to 
order. 
Mr. Coleman, are you ready to proceed ? 


STATEMENT OF STEWART P. COLEMAN, CHAIRMAN, MIDDLE EAST 
EMERGENCY COMMITTEE, ACCOMPANIED BY FOWLER HAMIL- 
TON, COUNSEL; AND STATEMENT OF MONROE J. RATHBONE, 
PRESIDENT, STANDARD OIL COMPANY OF NEW JERSEY, ACCOM- 
PANIED BY NICHOLAS J. CAMPBELL, JR., ASSOCIATE GENERAL 
COUNSEL—Resumed 


Mr. Coteman. Yes, sir; I am. 

I will resume reading. I was on page 26 of my prepared state- 
ment, item No. 7. 

7. The MEEC has no authority to buy or sell oil. 
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8. The MEEC has no authority to operate a tanker pool, or any 
other pooling arrangement. 

I would like to emphasize that statement because there has been 
quite a misconception in that regard. 

9. The MEEC has no authority to deal with domestic petroleum 
operations, except to the limited extent that actions may be taken 
within the United States by participants in the plan under schedules 
approved and issued by the Government that will make available 

etroleum or petroleum facilities to the foreign areas affected by the 
fiddle East petroleum transport stoppage. 

10. The Committee does not take any action or make any recom- 
mendation (a) with respect to the prices of crude or products, (0d) 
with respect to tanker rates, or (¢) with respect to the commercial or 
financial aspects of actions taken by members of the Committee, by 
participants in the plan of action or by other persons. 

These are the salient features of the plan of action that was promul- 
gated by the Government in August of 1956 when a Middle East 
Petroleum transportation stoppage threatened. 

The Committee was appointed and held its first meeting on August 
94. In addition to organizational matters, the Committee considered 
a request from the Administrator, dated August 22, to prepare and 
keep current data in respect of foreign petroleum operations neces- 
sary to forecast the effect of any Middle East stoppage and to serve 
as a basis for the development of schedules. 

The Administrator appointed six functional subcommittees to do 
the detail work in the collection and preparation of this information: 

The Supply and Distribution Subcommittee, the Production Sub- 
committee, the Refining Subcommittee, the Pipeline Transportation 
Subcommittee, the Tanker Transportation Subcommittee, and the 
Statistical Subcommittee. 

Mr. McHueu. Has there not been another added ? 

Mr. Coteman. The Information Subcommittee was added later, 
that is correct. 

Mr. McHvueu. What is the purpose of that? What information? 

Mr. CoLeman. That is a matter of collecting information that would 
be of interest to the public and submitting it to the Interior De- 
partment for their use for whatever publicity they wish to make 
of it. 

Mr. McHuen. A kind of public relations organization ? 

Mr. Coteman. The reporting group as to activities of the com- 

mittee from the standpoint of what the public might be interested 
in. 
Mr. McHven. Thank you. 
Mr. Coteman. First phase activities of MEEC: During the period 
from August 24 until the blocking of Suez and the Iraq pipeline in 
early November, the Committee assembled a vast amount of informa- 
tion at the request of the Government. 

As some indication of the amount of work that has been done, I have 
here copies of the minutes of the meetings that were held during this 
period and of the various reports and of the papers containing the 
information and estimates that were made available to the Govern- 
ment pursuant to its request. 
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From the time the committees were organized, they have held more 
than 80 sessions and the average attendance per session has been 
approximately 30 people. 

In addition, a sizable staff has been continuously working in assist- 
ing the committees in carrying out the work requested by the Govern- 
ment. 

The information that was obtained between the first meeting on 
August 24 and the Middle East old transport blockages in November 
made it apparent that to alleviate Western Europe’s petroleum short- 
ages in the event of such blockages would require coordinated efforts 
on the part of the participants and other persons; to rearrange petro- 
leum movement so as to bring about the most effective utilization of 
available tanker transport. 

The principal rearrangement indicated as necessary was to divert to 
Europe to the fullest extent practicable petroleum supplies otherwise 
moving from the Middle East to the North American east coast and 
to obtain additional supplies of petroleum from the United States gulf 
and the Caribbean, to substitute for these supplies as well as to increase 
direct shipments of Western Hemisphere oil to Europe. 

The Committee, in September, prepared reports indicating the ex- 
tent to which oil could be shipped to Europe in the event of a closing 
of the Suez Canal and in the event of a stoppage of oil through the 
pipelines. 

As previously indicated, these reports were of a statistical nature 
only and were based on the premise that production and diversions of 
tankers would be arranged so as to make the largest amount of oil pos- 
sible available to Europe. 

The Committee recognized that, in endeavoring to reach the objec- 
tive indicated as theoretically possible by these statistical reports, 
practical difficulties would be encountered and that serious policy 
problems would be raised in supplying Europe with oil which were 
outside the scope of the Committee. 

The Committee, however, felt an obligation to point out to the 
Government some of the problems which might require governmental 
action that would arise as a result of attempting to supply Europe 
with oil. 

As a result, the Committee met with governmental representatives 
in Washington on September 19, 1956. The governmental representa- 
tives at this meeting were Dr. Flemming from the Office of Defense 
Mobilization, Mr. Beckner of the Department of State, Major General 
Cotulla and two assistants from the Department of Defense, Mr. W. 
R. Burgess of the Treasury Department, Mr. Stull of the Department 
of Commerce, Mr. Fugate of the Department of Justice, Mr. Wormser 
and six assistants from the Department of Interior. 

At this meeting of the Committee the Chairman pointed out that the 
reports made by the Committee were statistical in nature and that the 
carrying out of the kind of redistribution that was assumed in prepar- 
ing the statistics would involve many extremely difficult problems. 

He enumerated these problems to the Government officials present. 
The problems were: 

1. The method or procedure for eliminating Middle East imports 
into the United States east coast. The Chairman indicated that while 
some Government action might be required to remedy this problem, it 
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was the belief of the Committee that it was likely that the problem 
would be solved without Government action. 

2. The possibility that there would be a serious upward pressure on 
tanker rates and a serious upward pressure on petroleum prices at 
sources nearest Europe. 

3. The redistribution of petroleum movements would result in the 
necessity for the use of abnormally high cost methods of transporta- 
tion even within the United States. 

The Chairman pointed out that such domestic matters were outside 
the scope of the Committee, but the Committee felt it desirable to call 
this problem to the attention of the Government. 

4. The distribution of the shutback in production among the Middle 
East countries that might be necessary if a Suez stoppage occurred 
raised a problem of international relations and the effect on the 
economy of these Middle East countries, 

The Committee recommended that no attempt be made to work out 
in advance any methods of distributing such shutback but rather that 
the Government wait to see what inequities developed and then con- 
sider the action to be taken. 

The Government representatives recognized that most of these 
problems involved policy questions which could only be determined by 
the United States Government and were not matters to be acted on by 
the Committee or its participants and that the Government would 
continue to follow the problem and study the matter to determine what, 
if any, acion should be taken. 

In November 1956, after the commencement of hostilities in the 
Middle East and the closing of the canal and the IPC pipelines, the 
Government determined that, in view of the delicate nature of the 
situation, no meetings of the Committee should be called until the 
situation could be clarified and the Government’s overall policy 
announced. 

However, the Government encouraged the individual companies to 
take whatever steps were available to them to rearrange their move- 
ments so as to increase petroleum supplies to their customers in Europe 
from other sources to make up for the loss of such a substantial part of 
the Middle East supplies. 

The individual companies were able to accomplish a great deal dur- 
ing November—in part as a result of the analyses that had been made 
by the Committee and subcommittees in September and October. 

Second phase activities by MEEC: On December 3, 1956, at the 
request of the Director of the Office of Defense Mobilization, the Ad- 
ministrator reactivated the Committee and requested that the Com- 
mittee immediately begin to prepare schedules for cooperative actions 
to offset the loss of the Middle East supplies. 

Pursuant to this request, the Committee and its subcommittees im- 
mediately began preparation of schedules and forwarded two such 
schedules to the Administrator on December 6, 1956, just 3 days after 
the reactivation. 

These two schedules were issued by the Administrator on Decem- 
ber 7, 1956, and the participants in the plan immediately began work- 
ing out cooperative rearrangements to implement the schedules. 

Schedules 1 and 2 related primarily to the diversion to Europe of 
Middle East supplies moving to the North American east coast, the 
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rearrangement of movements to keep the remaining supplies from 
the eastern Mediterranean in the Mediterranean area rather than 
moving them on the longer haul to Northwest Europe, the utilization 
of backhaul movements or substitution of Persian Gulf crude oil to 
the South American east coast so as to permit additional supplies to 
move from the Caribbean to Europe, and the diversion to Europe of 
supplies from the Caribbean moving to the North American east 
coast to the extent that there were replacement supplies available at 
the United States gulf. 

In January the Committee recommended two additional schedules: 
Schedule 3, relating to rearrangements of movements of supplies in 
the Far East area so as to bring about the most effective tanker utili- 
zation, and Schedule 4, concerning rearrangement of pipeline flows 
within the United States so as to make available more petroleum sup- 

lies at the United States gulf for movement to Europe or to the 

orth American east coast to replace Middle East imports. 

These two schedules were approved and issued by the Administra- 
tor on January 24, 1957, although schedule No. 4 was subsequently 
modified to require 72 hours’ notice to the Administrator before 
action could be taken. 

In addition to the development of schedules, the Committee and 
subcommittees have been actively engaged in keeping current and re- 
viewing at frequent intervals quantities of information concerning 
foreign petroleum operations necessary to evaluate the foreign sup- 
ply situation and to bring to light further possibilities for additional 
schedules. 

The Committee and subcommittees have also reviewed on a current 
basis progress made in implementing schedules already approved and 
pinpointing problems that had been encountered in such implementa- 
tion. 

For example, the most recent review shows that the imports from 
the Middle East to the North America east coast have been reduced 
from 331,000 barrels per day to 8,000 barrels per day in March in 
accordance with schedule No. 1. Of this 300,000 barrels per day re- 
duction, about 200,000 barrels per day were replaced with supplies 
from the United States gulf and about 100,000 barrels per day were 
replaced with supplies from the Caribbean. 

There have been substantial actions also in implementation of the 
schedule calling for rearrangement of movements to keep the remain- 
ing supplies from the eastern Mediterranean in the Mediterranean 
area rather than moving them on the longer haul to northwest 
Europe. 

The latest estimates indicate that movements from the eastern 
Mediterranean to the European Mediterranean area must have been 
increased from an original estimate in December of 164,000 barrels 
per day to 287,000 barrels per day in March as a result of these di- 
versions. 

After accomplishing the major transportation savings associated 
with schedule 1, a difficult problem is presented under schedule 2 
dealing with the diversion of Venezuelan supplies to Europe to the 
extent that remaining United States Gulf supplies are available for 
further substitution. 
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Available estimates indicate a movement of some 750,000 barrels 
per day of crude oil from the Caribbean to North American east, 
coast in March compared with the normal fourth-quarter movement 
of 679,000 barrels per day. 

It may be of interest to the committee to note that of this amount 
530,000 barrels per day comes to the United States and 220,000 barrels 
per day goes to Canada. 

These estimates, whic has yet do not reflect the effect of increased 
Texas allowable crude oil production, also indicate a movement from 
the United States Gulf to Europe in the order of 170,000 barrels per 
day in March. 

The question has been raised, since Venezuela is somewhat closer to 
Europe than the United States Gulf, as to why Venezuelan crude im- 
ports into the United States are not diverted to Europe to replace the 
170,000 barrels per day of United States crude moving to that desti- 
nation and the 170,000 barrels per day of United States crude moved, 
in replacement of the same amount of Venezuelan imports, to the 
United States east coast. 

For each 100,000 barrels daily of such diversion, there would be re- 
leased the equivalent of 6 T-2 tankers, which could haul only 8,000 
barrels per day to Europe from the Persian Gulf via the cape. 

Consequently, to divert to Europe the crude oil moving from the 
Caribbean to the North American east coast to the full extent of 
170,000 barrels of United States Gulf crude oil, total European sup- 
ply would be increased by only about 14,000 barels per day. 

This is only a fraction of 1 percent of Europe’s total requirements 
of over 3 barrels per day and less than 2 percent of the total emerg- 
ency assistance to Europe. 

It is thus apparent that the advantage of the suggested substitu- 
tion is relatively small. Nevertheless, efforts have been made and 
some substitution effected. 

The movement has been reduced from 805,000 barrels per day in 
January to an estimated 750,000 barrels per day for March. 

But questions of crude quality, assurance of continuity of crude 
supply, and availability of United States-flag tankers limit efforts in 
this direction. 

With more crude oil supplies made available in the United States 
Gulf in March as the result of increased Texas allowables, possibil- 
ities for further diversion are under active study. 

The next has to do with the allocation of supplies in Europe by 
the OEEC. I think you gentlemen will recall that one of the items 
that I mentioned was that the Middle East Emergency Committee 
has no function of allocation. That is done by the OEEC—the 
Oil Committee of the OEEC, which is a governmental organization. 

It was recognized from the beginning that it would be necesary 
to develop some system of allocating the available supplies among the 
areas affected by the shutdown of the Middle East supplies and, 
particularly, the countries of Western Europe. 

Otherwise some countries might be receiving almost all of their 
normal requirements while other countries were receiving much 
smaller amounts. 

In addition, it was recognized that there would have to be coor- 
dination between the Middle East Emergency Committee and the par- 
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ticipants in the plan of action and an industry committee in Europe 
made up of the British and French suppliers. 

That should include the Dutch suppliers. 

The Administrator first designated the British Oil Supply Ad- 
visory Committee, composed of the British companies, as the indust 
group with which the Middle East Emergency Committee should 
cooperate in the preparation of information and data. 

his was the same committee with which the Foreign Petroleum 
Supply Committee had cooperated during the Iranian crisis. 

ubsequently, a new committee made up of the British and French 
suppliers—and there again it should include the Dutch—and named 
the Oil Emergency London Advisory Committee (the short name for 
that is OELAC) was established by the British, French, and Dutch 
Governments and was designated by the Director under the plan of 
action in September 1956. 

When our Government decided, early in December, to request the 
MEEC to undertake action, it directed the MEEC that it should, pur- 
suant to our Government’s policy, deal with the OEEC, its Oil Com- 
mittee and its industry advisory committee that is known as OPEG. 

OPEG stands for OEEC Petroleum Emergency Group. 

The MEEC was at the same time informed by our Government 
that the allocation among European countries of supplies of pe- 
troleum made available to Europe under the program to supply 
Europe with oil were to be made by OEEC. 

The Government view on this was expressed by Mr. Moline of the 
State Department when he appeared at meeting No. 7 of the MEEC 
on December 3, 1956. In this regard, the minutes of that meeting read 
as follows—— 

Mr. McHveu. This is the allocation by OEEC of all of the avail- 
able supplies—that would include all of the supplies in the United 
States that were being used ? 

Mr. Coteman. All supplies delivered to Europe. 

Mr. McHoucu. Thank you. 

Mr. Coteman. Irrespective of source. 


Mr. Moline stated that last August it had been considered by the State De- 
partment that it would be advisable to enlist the support of the OEEC in 
this operation in order that the questions of allocating supplies or shortages 
among the European countries could be done on a governmental level rather 
than by the individual companies or by the United States Government. 

He stated that the organizational setup that had been visualized at that 
time consisted of the utilization of (1) the Oil Committee of OEEC as a means 
for working out equitable distribution of supplies among the European coun- 
tries and also for determining the advisability of any deviations from what- 
ever equitable distribution was developed; (2) industry advisory committees 
within each of the member countries of OEEC; and (3) the Oil Emergency 
London Advisory Committee to prepare the detailed information and do the 
same kind of work that would be done on this side by the Middle East Emer- 
gency Committee. 

He stated that after the Middle East Emergency Committee became inactive, 
the European countries had considered various possibilities of revising their or- 
ganizational arrangements and had now decided to abandon the original idea of 
OELAC but to establish as an adjunct of the Oil Committee of OBEC an 
organization to be known as the OEEC Petroleum Advisory Group (OPEG). 

He stated that the members of this new group would be the same as those of 
OELAC; that is, British Petroleum, Shell, and CFP. 

He also stated that OEEC was anxious that American companies participate 
in this organization and it had been for that reason that the State Department 
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was anxious to have the new language in section 4 of the plan of action to make 
it clear that the participants could cooperate with this group as well as with 
the industry committees of the various OKEC member countries. 

He also stated that the United States delegation to OPHC had already indi- 
eated a need for more oil expert assistance and that it might be helpful if 
Huropean representatives of participants could act as consultants to the 
delegation. 

Mr. Moline then stated that the OEEC had been doing a great amount of 
work in developing information as to the extent of shortages and that from the 
information that he had received it appeared that very serious situations were 
developing in many countries and in many industries. 

He stated finally that the State Department would be glad to obtain from the 
OEEC any information that the Middle East Emergency Committee felt 
necessary. 


Later at that same meeting, Mr. Moline expressed himself as 
follows: 


Mr. Moline stated that it was the present view of the State Department that, 
in the light of the volumes involved and other factors, there would not be any 
need at this time for the committee to affect petroleum supplies to the Far East 
or other foreign areas, apart from Western Europe, except to the extent that 
there might be some tanker savings possible, and that in preparing schedules the 
committee and subcommittees should work on the assumption that the shortage 
would fall primarily against Western Europe. 

He stated that if it should develop subsequently, on the basis of later infor- 
mation, that it would be necessary to affect the amount of supplies to these other 
areas, the question would be reconsidered by the State Department and the 
committee would be so advised. 

In this connection, Mr. Moline stated that one of the reasons for the State 
Department’s decision to work through the OEEC in Europe was to place the 
problem of allocating supplies among the member countries of that organiza- 
tion on that governmental agency rather than upon the United States Govern- 
ment Plan of Action. 


In response to a question, he stated that it would be entirely consistent with 
the State Department policy for any individual company to decide to limit its 
stocks in foreign areas other than Western Europe in order to increase supplies 
for the latter area, but that the committee at present would not have any such 
responsibility. 

The committee may be interested in the system of allocations that 
has been established in this regard by the OEEC and the manner in 
which these OEEC allocations are effectuated. 

As the committee is aware, the OEEC is a purely voluntary organi- 
zation of 17 separate sovereign European governments. 

Last January the OEEC governments reached agreement upon a 
program for the allocation of oil among the 17 countries participating 
in the OEEC allocation program. 

That program has two basic provisions. It provides for a general 
ercentage allocation and for allocation of a setaside reserve for 
ardship cases. 

The governments of the OEEC countries agreed that the general 
shortage of oil in Europe should, in the first instance, be distributed 
equally among the 17 participating countries. 

For example, the OEEC estimated the total amount of supplies that 
would be available for Western Europe during any given forward 
period. 

From this total amount of supplies estimated to be available there 
was subtracted 200,000 tons for each of the 10-day periods within the 
forward period in question. 

It was next determined what percentage of total Western European 
normal requirements could be met by the remaining supplies estimated 
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to be available, assuming, for the sake of example, that during the 
period in question after the setting aside of the 200,000 tons for each 
10-day period there would be available supplies sufficient to meet 70 
percent of total Western European supplies. 

I might say to get it in terms that we are all used to that 200,000 
tons over a 10-day period is 150,000 barrels per day, and it is 150,000 
‘barrels a day which is about 1.5 percent of Europe’s normal con- 
sumption. 

Then the OEEC directed that the supplying oil companies should 
make arrangements to see to it that this 70 percent of normal supply 
should be equally distributed among the 17 countries so that each 
would receive 70 percent of its normal requirements. 

The OEEC Oil Committee, composed of representatives of the goy- 
ernments of the 17 OEEC countries—I think as our counsel has said 
Spain is in there as an observer and participant—then reviewed the 
requirements of particular countries and directed the oil companies 
engaged in supplying the OEEC countries as to what amounts of the 
200,000 tons of set aside supplies should be distributed to which 
countries. 

This is the OEEC allocation program that is now in effect. I have 
here a set of papers which I now hand to the committee which illus- 
trates the manner in which this program works. 

Mr. Hamixton. If I may describe it for the record, a copy of the 
agreement among the OEEC countries established this allocation pro- 
gram that Mr. Coleman has just been describing. 

Senator O’Manonry. These papers will be received. 

Mr. Hamiton. There are a number of copies of one paper that 
other members may be interested in. It is 1 document of 3 pages, 
Senator, and copies for the other members of the committee. 

(The document is as follows:) 


MINISTRY OF FUEL AND PowER, 
PETROLEUM DIVISION, 
THAMES House SovrTnH, 
Millbank, 8. W.I.,7 January, 1957. 
J. P. Bertin, Esq., 
Chairman of OPFG, 
7, Gracechurch Street, London, E. C. 


I am writing to inform you that the Oil Committee of OEEC at a plenary 
meeting held on 4th January, considered in detail the question of the allocation 
between member countries of the supplies of oil likely to be available for Europe. 

The Oil Committee agreed a memorandum of understanding copy of which 
is attached and authorized me in my ecanacity as chairman to submit the relative 
proposals in this memorandum to OPEG. In drawing up this memorandum of 
understanding, the member countries of OFEC took account of the necessity 
for OPFG to have in broad terms some basis upon which the participants of 
OPEG should operate in drawing up and modifying their supply programs. 
It became clear during the discussion hetween the OEEC liaison group and 
OPEG on 3d January, that such guidance from OEFEC would be helpful to and 
indeed welcomed by OPEG and its participants to facilitate the correction by 
them of disparities in the supply positions of the individual member countries. 

During the course of the discussions in the oil committee on the principles 
of allocation, we had regard to the need for any allocation scheme to be capable 
of fulfilment by the international oil supplying industry and to be as simple as 
possible. Paragraph 4 of the memorandum of understanding is of course a 
matter for OEEC and further discussion on this subject will take place on 14th 
January. 

I should be pleased if you will regard the first three paragraphs of the mem- 
orandum of understanding as a direct request to OPEG and that the corrective 
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action referred to in paragraph 3 be put into effect immediately by OPEG with- 
out further reference to the Oil Committee subject to agreement between OPEG 
and the OEEC Oil Committee upon the quantity and type of oil to be set aside 
for direct allocation by the Oil Committee. 

This letter is in confirmation of information already conveyed to you verbally. 


J. A. BECKETT. 


MEMORANDUM OF UNDERSTANDING 


1. OPEG will assess to the best of their ability the overall shortfall in 
supplies, as compared with the estimated levels of consumption in member coun- 
tries, as set out in paper DT/E/?E/56.305. 

2. OPEG will then examine the programs of the participating countries to 
ascertain the extent to which, product by product, the shortfall for any individual 
country varies more than marginally from the overall shortfall. 

3. To the extent that such an examination provides evidence that there is a 
significant variation, OPEG will be requested by the Oil Committee to take ac- 
tion to correct the position in such a manner that the shortfall for each 
product, for each country, approximates to the overall shortfall, subject to the 
setting aside of a specified quantity of oil, broken down by products (of the order 
of 200,000 tons), which the Oil Committee will allocate and request OPEG to 
supply during the fourth period of each slate. 

4. The oil to be allocated by the OEEC Oil Committee is to be distributed on 
a basis which takes into account the relation between oil consumption and total 
energy consumption, as well as the time factor and other special differences 
between countries. 

5. The Oil Committee requests OPEG, in implementing this system, to have re- 
gard to an equitable supply of crude oil to refining countries. 

6. This procedure to begin with supplies for the period commencing 1st Febru- 
ary, 1957, i. e., the first alloaction to take place on 15th January, 1957. OPEG 
will communicate their estimates to the OEEC every 10 days and for the first 
time on 15th January, 1957. 

7. The system described above is to be provisional and subject to change in the 
light of experience gained. 

8. This arrangement is subject to confirmation by the executive committee. 


Paris, 4th January, 1957. 


Mr. Coreman. I might say that in this allocation procedure where 
the 150,000 barrels a day is divided up, they have a name for it over 
there, it is the “Sugar Bowl” and that allocation procedure is con- 
ducted entirely within the OEEC Oil Committee and neither the 
OPEG or the MEEC have anything to do with it. 

They do not know, they do not want to know, the principles or what 
base that these allocations are made on. 

There are several aspects of the OEEC allocation program that 
deserve particular comment. 

In the first place, it should be noted that statements of requirements 
are assembled by the governments and not by the companies supplying 
oil to Western Europe. 

In the second place, it should be noted that the general allocation 
is established by the OEEC governments’ representatives. 

In the third place, it should be noted that the allocation of the 200,000 
tons set aside is likewise specifically allocated by quantities, by types of 
crude and product, and by countries, by the OEEC Oil Committee, 
composed of Government representatives. 

The only role played by the companies who supply Europe with 
oil is to so arrange the movements of oil that those movements carry 
out the allocation program established by the OEEC. 

Finally, I should mention that the OFEC has now extended the 
10-day period to 30 days so that instead of having a set-aside of 
200,000 tons for each 10-day period there will be set aside 600,000 tons 
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for each 30-day period—that is still 150,000 barrels a day—but in other 
reper the program will operate in the future as it is operating 
at the present time. 

Mr. McHvueu. What organization, if any, apportions the supplies 
among the refineries or the purchasers, in any given country! How 
is it decided within the given country ? 

Mr. Coteman. After the OEEC allocation has been made and the 
country knows what it is going to get? 

Mr. McHveu. Yes. 

Mr. Coteman. That is usually done in different ways, but I think 
in virtually every case this is common, that the Government appoints 
a committee that works that out. 

Mr. McHven. Is it done by the industry as such ? 

Mr. Coreman. Only under the direction of Government. They 
have industry advisers and so forth, but it is a Government action. 

Mr. McHueu. I would like to read into the record a memorandum 
dated December 7, 1956, to Mr. Coleman, from Mr. Carlisle. This 
also was a record obtained by the subcommittee under subpena. 

Senator O’Manoney. From whom ? 

Mr. McHueu. This record was obtained from the Standard Oil 
Company of New Jersey, and indicates on its face that it was received 
December 7, 1956, bearing the typed or the stamped name, “S. P. 
Coleman.” 

Perhaps Mr. Coleman can help to explain this to give us a little bit 
more light on how the allocations are working. 

OEEC oil committee plus OPEG met December 6 with representatives Jersey 
Socony, California, Caltex, Texas. American companies’ representatives at- 
tended as observers and will apparently continue sitting with OPEG as observers. 

It was suggested by OPEG and agreed that OPEG would have its head- 


quarters in London with small liaison group in Paris comprising local repre- 
sentatives three European companies. 

Plenary meeting OPEG plus entire Oil Committee will be held Paris monthly 
with more frequent meetings as necessary between small working parties from 
Oil Committee and experts from OPEG to deal with operating matters. 

OPEG will maintain direct communications with MEEC and stock position 
data from OEEC member countries will be sent directly to OPEG or channeled 
through OEEC Oil Committee depending on local government attitude. 

OPEG will advise on oil supplies available for Europe but will not have any 
allocation function as such. 


OEEC taking full responsibility for such matters. Needs of individual nations 
after review by Oil Committee will be brought to attention of international 
supplying industry as a whole. 

Would you explain what is meant by saying that the international 
supplying industry as a whole would decide the needs within an 
individual country ? 

Mr. CoLeMan. x eeds would be brought to the attention of the inter- 
national oil-supply industry, and that meant OPEG and MEEC. 
And it simply is carrying out, Mr. McHugh, the procedure that I have 
just described. 

In other words, OPEG and MEEC had no allocation function what- 
soever. They were acting as an instrument of the OEEC Oil Commit- 
tee government organization, with the endorsement and approval of 
our Government. 

What the OEEC Oil Committee would give to OPEG and through 
OPEG to MEEC was the position of each country. 
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If you take the 70 percent figure, one country according to the 
schedules laid out might be getting 75 and another one 65. 

The OPEG and the MEEC were asked to adjust shipments so that 
each would get the 70 percent. 

Mr. McHvueu. Once OPEG had advised OEEC, who in turn had 
communicated to MEEC—— 

Mr. Coteman. I am sorry. I don’t think that is correct. Once 
OFFC had informed OPEG? 

Mr. McHven. Yes, had advised OPEG, that information in turn 
had been communicated to MEEC, as to what the allocation would be 
for a particular country. 

Mr. Coteman. Yes. 


Mr. McHven. Then would the companies who would be supplying 
the requirements in that country agree among themselves as to just 
who is to ship what and to whom? 

Mr. Coteman. That is it exactly. They would look at the sched- 
ules and someone would say, “Well now, Shell, you have got this 
assigned to a particular country. Could you not ship this to another 
company ?” usually to their own affiliate. 

But it was a matter of rearrangement of supplies, under OEEC 
oil committee’s instructions. 

Mr. McHuan. In other words, these companies shipping in there 
would by agreement among themselves decide-—— 

Mr. Coreman. Yes. 

Mr. McHucn. Who will ship to which customer? 

Mr. Cotrman. The only way you could do it. 

Mr. McHven. In those particular countries ? 

Mr. CoteMAN, Yes. 

Senator O’Manonry. May I interrupt at this point? 

Off the record. 

(Off the record.) 

Mr. Coteman. Has your question been adequately answered ? 

Mr. McHveu. Yes. 

At this time may I also read another document into the record 
taken from the files of Standard Oil of New Jersey which has some 
bearing upon the matter which you have just testified to this morning. 

Senator Dirksen. May I say “hello” to my celebrated constituent 
from back home, Barney Majewski, who has come into the room? 

Mr. McHueun. This is a memorandum to Mr. R. W. Carlisle—— 

Mr. Coteman. W. R. Carlisle. 

Mr. McHven. Pardon. 

Mr. Coreman. For the record it is W. R. C-a-r-1-i-s-l-e. 

Mr. McHuen. From Mr. C. J. Hedlund. 

I am attaching letters from Bill Bayles dated September 17, 18, and 20 re- 
garding OKEC—OPEG. 


The top letter is a letter from W. D. Bayles to Mr. W. R. Carlisle, Standard 
Oil Co., dated September 17, 1956. 

The first part of the letter describes an emergency situation in Sweden. This 
letter then reads in part: 

“Whatever the shortcomings of the OKHC-OPEG arrangement may be, it 
seems to me that the arrangement is justified and should have our support for 
the duration of the crisis. 

“Having OPEG and also a Government-level committee gets Government 
pressure off the individual oil companies. It also tends to keep individual gov- 
ernments from taking unilateral action. 
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“Finally, it will probably operate to reduce pressure on the oil companies 
from Middle East producing companies. Its drawbacks are, of course, the 


bureaucratic machinery and the fact of giving a supranational committee a 
large say in allocation. 


“The main problem here has not yet arisen but may do so at any time when 
the question of allocating crude within a country comes up. Cazzaniga is al- 
ready disturbed about this problem, pointing out that whereas the Stanic re~ 
fineries are fairly well provided for, Agip Refining for a substantial part of 
northern Italy requirements is rather hard up and is petitioning the Italian 
Government to decree a sharing of the burden. 

“To avoid this, Cazzaniga may face the problem fairly soon of selling crude.” 

This matter was discussed at the Hotel Talleyrand in Paris in connection 
with the whole question of incentives to find and transport more crude. It 
was pointed out to us that incentive will be generally interpreted in Government 
quarters as profit incentive, and that to discuss profits and business advan- 
tages in the present fuel crisis would not be popular with governments. 

The hope was expressed by Fred Payne and others that the whole problem 


of local allocation of crude could be handled by the companies without Govern- 
ment intervention. 


For your information I attach a copy of a letter which arrived this morning 
from John Tuthill. 


This was on December 17, 1956. 

This then, according to your statement, Mr. Coleman, would be 
before the allocation system was actually put into operation ? 

Mr. Coteman., I will have to check the dates of that. 

The memorandum describing the allocation system by the Chairman 
of the OEEC Oil Committee, Mr. John A. Beckett, was dated the 
7th of January. 

Mr. McHvuen. Was this expression of hope concerning the way this 
would be handled by Mr. Bayles on December 17, the way in fact 
it was actually carried out ? 

I am reading again now from the statement of this letter which says: 


The hope was expressed by Fred Payne and others that the whole problem 
of local allocation of crude could be handled by the companies without Govern- 


ment intervention. 

Mr. Coteman. Yes. I might identify the Hotel Talleyrand as the 
place in which Ambassador Perkins had his staff and offices. This was 
a discussion, therefore, in the offices of our Ambassador, the Am- 
bassador to the OEEC, MSA, I think, NATO. 

Mr. Fred Payne is the American Minister in that organization. 
Mr. Payne was simply expressing the hope that the companies 

Mr. McHveu. Can you identify Mr. Payne again ? 

Mr. Coteman. He isthe American Minister. 

Senator Kerauver. To whom? 

Mr. Coteman. He is MSA—he is the American Minister, the same 
as Ambassador Perkins is—the Office of Special Representative to the 
OEEC, and NATO and all other organizations, other than connected 
with specific countries. 

And Mr. Payne is his Minister in that respect. And Mr. Payne was 
expressing as an American Government official that he was hopeful 
that individual company action would minimize the Government 
problem. 

Mr. McHven. He was expressing the hope that individual company 
arrangements would be the method whereby the allocation would be 
settled within a particular country—is that your understanding ? 

Mr. Coteman. I do not know whether it means 

Mr. McHven. Or was he speaking of the whole problem ? 
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Mr. Coreman. He said local. So it must have been within a par- 
ticular county. 

Mr. McHuen. In fact, that is how it has worked out since that 
time ¢ 

Mr. Coteman. No. 

Mr. McHveu. Within a country ? 

Mr. Coreman. It has not worked out to the extent that the com- 
panies—naturally, if someone is in a jam you will loan them crude or 
something of that sort, and pay it back later. 

But nevertheless, in all of these OKEC countries it is a Govern- 
ment organization that does this allocation. To the extent that the 
companies can work it out and release that burden it is done. 

Mr. McHueu. From your earlier testimony you had stated within a 

articular country the companies get together among themselves, that 
is, the international industry where the supplying companies are. 

Mr. CoLteman. Within ? 

Mr. McHueu. Within a country. 

Mr. Coreman. The distributing companies. The matter of supply, 
sir, is dealt entirely with by OPEG. We were referring here to the 
matter of allocation within a country. 

So, therefore, it would be the distributing companies involved. 

Mr. McHueu. What do you mean by the “distributing com- 
panies”—who would they be? 

Mr. Coteman. Well, for example, we have a company in Germany 
called Esso A.G. We supply to it, but it isa local, what we call mar- 
keting or distributing company. 

Mr. McHvuen. That is a distributing company that makes arrange- 
ments or has understandings with other distributing companies within 
Germany concerning the customers and the amount, to which the oil 
will be sold. Is that right? 

Mr. CoLeman. Only it works under the supervision of a German 
Government agency. 

Mr. McHvueu. Are you saying that in the case of each country these 
arrangements concern which customers will be served and which 
amount is supervised by a Government agency ¢ 

Mr. Coteman. Yes. 

Mr. McHveu. But in the first instance, are the arrangements done 
by the companies themselves ? 

Mr. Coteman. To the extent that there isn’t any inequity of allo- 
cation and so forth, it is unnecessary for the Government agencies to 
act. 

My understanding is that in every OEEC country there is a Govern- 
ment agency. ‘There was a representative of those Government agen- 
cies at this OEEC meeting in Paris. There is constantly. 

I refer to these meetings that we attended later. 

Senator O’Manonry. It is important to make this matter clear— 
to see if I understand it. 

Mr. Moline’s testimony several days ago and the testimony given 
today would seem to indicate complete agreement that OEEC is an 
organization of European Governments. 

Mr. Coteman. That is right. 

Senator O’Manoney. Not of the companies? 

Mr. Coteman. That is it. 
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Senator O’Manonery. That OPEG is an organization of companies 
reporting on the supplies that are available to be distributed to the 
various countries ? 

Mr. Coteman. Yes. 

Senator O’Manoney. That on the basis of the reports by the com. 
panies through OPEG, OEEC then being a government, a supra- 
government, I should say, distributes the available supply among the 
17 countries? 

Mr. Coteman. Correct. 

Senator O’Manonery. Now we are down to the problem of what 
happens after the oil is distributed by the Government agency or is 
allocated by the government OEEC to the individual countries. 

Mr. Coteman. And has been distributed to those countries in ac- 
cordance with the OEEC wishes. 

Senator O’Manoney. At least, it has been allocated to them, and 
you have distributed. 

By whom are they distributed ? 

Mr. CoLeMAN. They are distributed by the OPEG organization. 

Senator O’Manoney. By the OPEG organization? 

Mr. Coteman. Yes, sir. 

Senator O’Manoney. That is by the companies? 

Mr. Coteman. That is right. In accordance with OEEC’s wishes. 

Senator O’Manoney. Yes. 

And then when the distributee country is reached, how is the oil dis- 
tributed to the customer, by the government of the individual country, 
or by the companies ? 

Mr. Coreman. In every European country—this is outside actually 
of the scope of the activities of MEEC, so I am just giving you my un- 
derstanding of it 

Senator O’Manoney. I realize that. 

Mr. Coteman. At least, in every country that I know of, there is a 
government committee on which are representatives in an advisory ca- 
pacity, just as we are in an advisory capacity to government, that does 
this necessary allocation. 

Senator O’Manoney. You spoke of a subsidiary of Standard in 
Germany 

Mr. CoteMan. Yes, sir. 

Senator O’Manonry. Which is engaged in the distribution. 

Mr. Coteman. Refining and distribution. 

Senator O’Manonry. Refining and distribution—— 

Mr. Coteman. Yes. 

Senator O’Manoney. Of oil products. 

Mr. Coteman. Yes. 

Senator O’Manonry. In Germany that company refines and dis- 
tributes the oil which OEEC has allocated to Germany, is that right? 

Mr. Coteman. That is right. 

Senator O’Manonery. Is there any other company competing with 
you in Germany ? 

Mr. Coteman. Oh, yes, a number of them. 

Senator O’Mauoney. Then all of those companies, whatever they 
are, are sharing in the distribution. They do that by their own agree- 
ment among themselves, or do they do it by the supervision of the 
Government ? 
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Mr. Cormman. Only by supervision of Government. | 
Senator O’Manonry. Not by agreement among themselves? ) 
Mr. Coteman. No, sir. 

The Government may not insist on any redistribution, In fact, we 
ship to our German company and we may ship more supplies than 
would correspond to the normal situation in which case they would 
market them. 

But if the Government says, “No, you must only distribute the 
normal amount of supplies, and, therefore, you must turn this over 
to someone else,” why, it would be done. 

But there isn’t in any sense an understanding between the com- 
panies that we will swap customers or anything of the sort. 

The Government certainly wants to make the eo as simple as possi- 
ble, and if you wanted to loan someone some oil temporarily, to help 
them out, why that is a matter that is a normal commercial practice. 

Senator Kerauver. Mr. Coleman, if I may, just to get something 
clear, are you talking about your normal times or are you talking |" 
about during this particular time? | 

Mr. Coteman. This time, sir. 

Senator Kerauver. During normal times there has been competi- 
tion in the foreign countries ? 

Mr. Coteman. I will say there has. 

Senator Kerauver. Between you various oil people? 

Mr. Coteman. Yes. 

Senator Keravuver. But with the coming of the Suez emergency 
that competition has practically abated, so that there are no competi- 
tive features now ¢ 

Mr. Coteman. In times of shortage the Government takes over and 
is allocating it. 

Senator Keravuver. I mean at the present time, the competition 
features are out of the picture. There is no competition. 

Mr. Cotpman. When Government takes over there is no competi- 
tion, as you know, sir. 

Senator Krravver. I am talking about at the present time. 

Mr. Coteman. That is right. That is the time. The Government 
has taken over regardless of the amount. 

Senator Keravuver. So that the Suez crisis did eliminate the com- 
petitive feature in the countries of Western Europe? 

Mr. Coteman. Toa large extent, Senator. 

Senator Keravuver. That is, the problem of competition ? 

Mr. Coteman. Right, in some cases governments have insisted that 
— be pooled, in which case we are under government direction. 

Senator Keravuver. I have noticed in some of the photostats of the 
reports that were subpenaed from Standard Oil and your subsidiaries, 
that they talk a whole lot about how there was bad competition back 
a year or a year and a half ago, and that several months ago, since 
the Suez crisis, the competitive features have been eliminated. 

For instance, in a letter concerning Esso Standard of Switzerland, 
December 10, appear the general remarks: 

Since we mailed you our last report of the local picture the Suez crisis has 
changed altogether. 


As a result of limited supplies of merchandise coupled with increased demand 
problem “price” does not particularly practically no longer exist. 
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And the same thing has been found in the reports from most all of 
the other countries. 

Mr. Coteman. It is quite clear that in order to compete you have 
to have supplies to compete with. And where there is short supply 
there is no competition. 

Then it becomes a question of allocation. And that is when gov- 
ernment steps in. And that is exactly what has happened. 

Senator Kerauver. What does the quotation “the problem of ‘price’ 
wee not particularly practically no longer exist”—what does that refer 
to? 

Mr. Coteman. “Practically no longer exists’—the problem of 
price—I haven’t read all of it, Senator, but my interpretation of 
that would be that in view of the fact that competitive supplies were 
limited, it was not a matter then of taking into consideration the com- 
petitive prices—it was a matter then of looking at your own prices in 
relation to what you could charge and not take advantage of an 
emergency. 

That, 1 can assure you, we have done in every respect. 

Senator O’Manoney. Will you identify that document ? 

Mr. Coteman. Yes, sir. This isa letter. It was dated December 7, 
1956, from Zurich, Switzerland, to Mr. R. W. Ramsey, who is the 
coordinator for marketing for our company, and from Mr. W. Kunz, 
an official of our Swiss company. 

Senator O’Manoney. What are the duties of the coordinator? 

Mr. Coteman. I could talk a long time about this. To really answer 
it, seriously, it gets into the whole question of the philosophy of Jersey 
coordination. 

We realize that certainly we must be decentralized in order to func- 
tion effectively. And that is our basic philosophy, decentralization of 
authority to our affiliates. 

Senator O’Manoney. You are speaking of your normal activities? 

Mr. Coreman. Yes, sir. You asked me—did you want the emer- 
gency duties or the normal duties? 

Senator O’Manoney. I was speaking because of the title given in 
this document. 

Mr. Coteman. The normal duties, I assume. I will answer on the 
basis of normal duties. 

On the other hand, it is important that the activities of the Jersey 
affiliates be coordinated in the sense that experience in one affiliate will 
be made available to experience in another affiliate. 

Senator O’Manoney. In other words, it is the coordination of the 
affiliates of Standard of New Jersey ? 

Mr. Coteman. That is right. And it is done by functions. We have 
not only a marketing coordinator—we have a refining coordinator, we 
have a producing coordinator, and we have a transportation coordi- 
nator. 

Senator O’Manonry. Whatever may be the best plans that are de- 
veloped in any affiliates for carrying on the functions of the affiliates 
are by the coordinator distributed among the others? 

Mr. CotemAn. That is right. We would die like the elephant if we 
‘were not able to keep dynamic and decentralized and make sure that 
the experience was thoroughly distributed—I should have said masto- 
don. The elephant exists. 
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Senator O’Manoney. Mr. Coleman, does the coordinator have any 
function with respect to price? 

Mr. Coteman. No, the decisions with respect to price are entirely in 
the hands of our affiliates. 

Senator O’Manoney. Entirely in the hands of your affiliates 

Mr. Coteman. Yes, sir. 

Senator Keravuver. In the hands of who? 

Mr. Coteman. In the hands of our affiliates. 

Senator O’Manoney. They are independent operators ? 

Mr. Coteman, Yes, sir. They may—— 

Senator O’Manoney. Under the supervision of a coordinator / 

Mr. Coteman. Not supervision. The coordinator is there to con- 
sult and advise. He may be asked with respect to background in- 
formation in regard to a price decision, but that decision is left entirely 
in the hands of the affiliate. 

Senator O’Manoney. Is it at all possible that he would be advised, 
that is, the separate affiliate would be advised by the coordinator to 
get in line with another affiliate, whose operations were more ayvee- 
able to the agency of Standard to which the coordinator reports? 

Mr. Coteman. It seems to me, all I can say, Senator, is that the 
affiliate makes its decision with respect to price. 

The coordinator may on request of the affiliate, on his own initiative 
give information which may help him in his decision but in the long 
run 

Senator O’Manonry. All I am trying to find out—and I will pass 
it now—just how independent is the independent affiliate of Standard ? 

Mr. Coteman. I can tell you they are quite independent. If we 
didn’t have that system, we just could not operate. 

There has been some discussion with respect to the relationship 
between Humble and Jersey. I used to work for Humble before | 
came with Jersey. I worked for Humble several years before I 
knew they had the slightest connection with Jersey. 

It was impressed on me quite forcibly after my wife and I bought 
a house and lived in it 6 weeks when I was given the opportunity 
to come to Jersey. 

But I can assure you that there is certainly full independence and 
decision on the part of the Humble Co. and that goes for other affiliates. 

Senator O’Manoney. What position were you occupying when this 
“opportunity” came 6 weeks after the purchase of your home? 

Mr. Coteman. I was director of research and technical work for 
the Humble Oil & Refining Co. 

Senator O’Manoney. Perhaps in that position you would not know. 

Senator Dirksen. Let me ask one question, Mr. Coleman, before we 
get too far away from it. 

Senator Kerauver. I wanted to ask something about this coordi- 
nator. 

Senator Dirksen. I wanted to get back to the competition question 
that you raised. 

Suppose that the Suez controversy crisis came on, but there was no 
OEEC, no OPEG, no action by any of the member countries of the 
OEEC, then you would have had competition even if there might not 
have been any oil to compete for ? 
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Mr. Cotzman. Well, under those circumstances, I presume, cer- 
tainly, Senator Dirksen, there would have been a tremendous lot 
of competition in trying to get supplies for the affiliates. 

Senator Dirksen. That is right. 

Mr. Coteman. And it would have been on the buying end then, 
to the affiliate—it would have been an automatic market on shortage 
conditions for every barrel that they could secure. 

Senator Dirksen. But the end of the competition came not because 
of the Suez crisis, but because the member countries over there 
stepped in and virtually said, “so many tons go here, so many tons 
go there”—and imposed a governmental control 

Mr. Coteman. That is correct. 

Senator Dirksen. On the distribution of the petroleum. 

Mr. Coteman. That is correct. 

Senator Drrxsen. The reason the competition ended was not the 
remote moving cause, namely, the crisis, but the action subsequently 
taken by these governments. 

You are quite correct in that. 

Senator Kerauver. Is Mr. Ramsey the coordinator ? 

Mr. Coteman. Of marketing; yes, sir. 

Senator Kerauver. Anyway, he is the man that they all report to, 
all of the overseas affiliates in Europe? 

Mr. Coteman. In regard to marketing activities. 

Senator Keravuver. Mr. Coleman, I have noticed that you say that 
there was no effort on the part of the mother company, Standard of 
New Jersey, but I have noticed that all of these reports to Mr. Ram- 
sey talk of the drastic competition that has been eliminated or that 
prices have increased. 

For instance, you had one there. Here is one from the Nether- 
lands. It is dated December 12. “Competitive activities.” 

On account of the restrictive measures which have been applied as from 


November 22, the competitive activities have generally decreased to a minimum 
after this date. 


Then it talks about gasoline: 





Every company is doing its utmost to supply its own customers as well as pos- 
sible and price cuttings have not occurred any longer. 


And it talks about “Distillates.” 


The gasoil dealers on the inland waterway are trying to raise their prices 
by mutual agreement to a better level now that the time is favorable. 


And then: 


Our intention to withdraw the rebates which so far have been granted on gas- 
oil for shipping, cannot be realized, because it has appeared to us that especially 
on the River Rhine our biggest competitor, Shell, is unabatedly maintaining its 
rebates— 
and so forth. 

I have gone through quite a number of these, and it seems that the 
main gist of the reports to this Mr. Ramsey, from your affiliates, point 
with great pride to the higher prices and the elimination of competi- 
tition. 

Mr. Coteman. I haven’t had the opportunity to examine these as 
closely as you have, Senator Kefauver. I have been concentrating on 
Middle East matters. And this is the first time I have seen these. 
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But the matter of price—perhaps that is not the right word—I 
know in many areas of Europe prices have been very depressed by 
competition. The marketer would not be any good if ie did not wel- 
come affirming of the price structure. 

I would like to say this, I know this without question, that any 
price increase that any of our affiliates have had had been discussed 
and approved of by the government of the country in question. 

Senator WILEY. That i is subsequent to Suez ? 

Mr. Coteman. Yes, sir. 

Senator Kerauver. Anyway, you do not discourage them on in- 
creasi ng their prices, Mr. Coleman ? 

Mr. Coteman. I donot know what you are getting at. 

Senator Krravver. I say, your general policy is to encourage the 
subsidiaries to increase their prices abroad. 

Mr. Coteman. That is a matter of adequate price structure to cover 
the cost of your goods, and to provide sufficient income, so that you can 
continue to do a job. 

I think we are getting into a very broad question there. I think 
that, we feel that if prices are higher than that, unquestionably it is 
unsound and we know that economic forces will draw in capital which 
will bring the prices down. 

Senator Kerauver. What disturbs me is that this tight situation 
over there that your people are reporting to Mr. Ramsey, all of the 
emphasis is how they are getting the prices up. 

Here, for instance, is one from Sweden, dated January 15, 1957, to 
Mr. Ramsey from your Swedish company, and it reads in part: 

During the first 6 months of 1956, we adopted a firm pricing policy which was 
further accentuated during the second half. The co-ops have, of course, con- 
tinued their refund system and Caltex and Gulf have continued discounting 
practices, earlier initiated and now adopted by most of our competitors. 

It is not unlikely that these circumstances have contributed at least a partial 
explanation of the drop in our market share. 

Then there is quite a discussion about the increase in prices and 
taking out of rebates. All growing out of the Suez emergency. 

Mr. CotemaNn. That is simply a reporting on the part “of our affili- 
ate as to what is developing under these circumstances. 

Senator Kurauver. But the point is, it seems to be from these memo- 
randa they are using the Suez crisis as an effort to get the prices up to 
eliminate ‘competition, to stop rebates. 

Mr. CotemMan. Competition was eliminated, Senator, due to the 
shortage. The result of that elimination actually firmed prices up. 

Senator Keravuver. It does not indicate in here that it was entirely 
eliminated. There may have been some little bit. 

Mr. Coreman. I do not see how you can have any competition when 
you do not have enough supplies to supply the overall market. 

Senator Krrauver. Anyway, you have got prices firmed up? 

Mr. CoteMan. Prices firmed up? We didn’t get them firmed up 

Senator O’Manonry. There was no price control by the Govern- 
ment ? 

Mr. Coreman. Yes, sir. Either there was price control, or every 
price was discussed with the government in question, and accepted 
by the government. 


90507—57—pt. 2——-20 
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I cannot help but feel, Senator Kefauver, that you are leading to 
the fact that our companies took advantage of this situation. 

Senator Kerauver. If there is any question in your mind about 
what I was talking about, that is it exactly. 

Mr. Coreman. That is certainly not true. It is too long to go into 
every detail. 

Certainly the government of the country in every case, either there 
was price control or any price increases that were made to cover added 
costs were discussed with the government in question, and accepted 
by that government as fair and reasonable. That is all I can say. 

Senator Keracver. Mr. Chairman, I would like to file these. They 


speak for themselves. Here is another one, for instance, from Switzer- 
land: 


Comments: The unsatisfactory situation is due to heavy price cutting by all 
competitors. 

Which shows that your man there, apparently, did not like price 
cutting competition. He wanted to keep his price up. 

Mr. Coreman. Anybody wants a price that will—— 

Senator O’Manoney. The documents may be received. 

(The documents are made a part of the record and will be found in 
the files of the subcommittee. ) 

Senator O’MAnonry. I might point out there was introduced in 
testimony addressed to the same Mr. Ramsey whom Senator Kefauver 
has mentioned, a report from Esso Nederland, dated December 17, 
1956. He was writing from Gravenhage, and the letter refers to the 
higher profits and the higher prices—he is reporting to Mr. Ramsey 
at 30 Rockefeller Plaza, New York 20, N. Y.—indicating that the head 
office of Jersey in Rockefeller Plaza was keeping in touch with all of 
these things. 

None of the affiliates were so independent but that they did not have 
to report to the headquarters in New York. So this is the report: 

All of this culminated now in the following questions put in the House of 
Parliament by Mr. Nederhorst (Labour) to the Minister of Economic Affairs. 

(1) Has the Minister taken notice of the result of the Royal Dutch Shell 
group in the third quarter of 1956 as well as of the favorable prospects of this 
concern for the fourth quarter of this year? 

(2) Does not the Minister in the light of the above-mentioned fact think 
it is improper that this concern should have immediately increased gasoline and 
oil prices in the Netherlands? Notwithstanding the fact that the major part 
of the production of the Royal Dutch group is not to be found in the Middle 
East but in the Western Hemisphere and that the availability of the tanker 


fleet of its own enables the company to a considerable extent to evade payment 
of higher freight rates for chartered vessels? 


All of this merely illustrates that the same complaints which comes 
from the householder and the lighting company, the public utility, 
the small manufacturer, about increased prices of fuel oil, of gasoline, 
are the same complaints that are being uttered in the European 
countries. 

So that it seems to me conclusive that the Suez crisis and the system 
of OEEC and OPEG in Europe and MEEC in the United States 
has been at least accompanied by a rise in cost of the product, all of 
which was predicted by Standard of New Jersey in some of the ex- 
hibits which we have shown here today, including the skyrocketing 
of tanker prices. 


a 


A 
a 
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The testimony of Mr. Stanhope, seemed to coincide to some degree 
with that which was given by Mr. Coleman just yesterday. 

As I recall the testimony, he spoke of siberian this critical matter 
to be settled by economic forces. These were your words, Mr. Cole- 
man. 

Mr. Coteman. There was one particular matter that had to do with 
the import of Middle East crude—— 

Senator O’Manoney. Let me see—— 

Mr. Coteman. To be settled by economic forces. It was con- 
tained to that specific subject, Senator. 

Senator O’Manoney. Let us see then how you want to modify 
this. 

Mr. Coteman. I do not want to modify it. 

Senator O’Manonry. How? 

Mr. Coteman. I do not want to modify it. 

Senator O’Manongy. You do not? 

Mr. Coteman. No. 

Senator O’Manoney. All right. 

Senator Wirey. Let him give it to you first. 

Senator O’Manoney. I say, “As an individual, an expert technician 
who served during the period when this policy was followed 

“Yes, sir”, said Mr. Coleman, 





during actual war, I certainly feel that during wartime on the question of con- 
trols in general, Senator, Government controls, I think all of use recognize that 
they are only justified by emergency needs and that a far better basis of opera- 
tions under free competitive enterprise is without controls and let the economic 
forces of supply and demand control. 

Mr. Coteman. Yes. 

Senator O’Manoney. Now, that seems to say that in times of crisis, 
Government controls are justifiable but in normal times they are not. 

Mr. Coteman. Right. 

Senator O’Manoney. That is what you were saying; is it not? 

Mr. Coteman. That is the way I still feel. 

Senator O’Manonry. Yes; that is exactly your feeling. 

Mr. Coreman. Yes. 

Senator O’Manoney. But this is a time of crisis—this is a time of 
great crisis. This isa time when Western Europe is without its nor- 
mal supply, and our Government adopted a Government policy to 
deliver that supply, and set up MEEC to do it. 

You went on then, 

Certainly, under war conditions everything in short supply, it is absolutely 


essential to have controls, and when you have controls in short supply, you have 
allocation, and that is a tremendous centralized Government operation. 


I submit, according to your testimony this afternoon, OEEC is a 
Government operation. 


Mr. Coteman. Right. 

Senator O’Manoney. To allocate supplies. 

Mr. CotemMan. Yes. 

Senator O’Manoney. But there are no controls, no price controls. 
Mr. Coteman. Not by OKEC. There are price—— 

Senator O’Manonry. Not even by the Government of Holland. 

I do not know what the situation is in all 17 countries, of course—— 
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Mr. Coteman. There are price controls in quite a few European 
countries, Senator. 

Senator O’Manongy. Whatever may have been the case with respect 
to those controls, Mr. Coleman, the evidence of your files shows, the 
reports which come to you from all sources are indicating increased 
prices to the consumer, and that is happening in the United States of 
America, too. 

Now, we go on: 

I would be very reluctant to advocate, in view of the pending emergency, 
accepting your figures for 3 years that all world tanker rates should be controlled. 
You cannot control one segment of the oil industry and I imagine it applies more 


or less to other industries—you cannot control one segment of it, without con- 
trolling all of it. 


Whereupon I pointed out to you: 
As for myself, that that was precisely the reason— 
I am reading my statement— 


that was precisely the reason why back in November 1956, I took this matter 
up at the State Department, the Interior Department, the Department of Justice, 
and protested against setting his program, that was turning this program over 
to the 15 major companies engaged exclusively—engaged in foreign commerce— 


I was correcting myself— 


as well as in domestic commerce and why I advocated the representations upon 
the committee of other sements of the petroleum industry. 

In other words, one segment of private business should not be per- 
mitted, in my opinion, to control a Government program, and in your 
opinion, in time of emergency, there ought to be Government control. 

But this is not the type of emergency that you had in mind. This is 
only an economic emergency brought about by Nasser in blockading 
the canal. And the suffering among the people of Western Europe is 
like the suffering of the people here. 

Am I wrong in drawing those conclusions from your testimony ? 

Mr. Coteman. I just want to make sure, Senator, you were talking 
about and I asked you quite clearly—you were talking about a situa- 
tion after this emergency, but you spoke of a 3-year period, as indi- 


cated 

Senator O’Manonery. We were talking about the skyrocketing of 
the tanker fees. 

Mr. Coteman. I think the record will show that when you asked me 
the question of control of tanker rates, I wanted to clearly define 
whether you were talking about after this emergency or not. 

In other words, what my opinion should be over the next 3 years. 

Senator O’Manoney. Mr. Coleman this is page 2094: 

You have asked me for an opinion as to whether under the indicated emergency 
as you indicate for 3 years, because it is the request for funds for 3 years— 
that was the request of the President I was talking about. 

Mr. Coteman. Yes. 

Senator O’Manoney. “All tanker rates should be frozen.” 

Mr. Cotzman. That is right. 

Senator O’Manoney. “Of course, it would have to be frozen on a 
worldwide basis,” you said. 


It would be impossible, of course, if only United States-flag tankers were 
frozen, because virtually all of those are used for the United States coastwise 





. i 
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service. So it would mean all of the nations of the world which have tankers 
operating under their flag. 

Mr. Corteman. Yes, sir. 

Senator O’Manoney (reading) : 

Would have to get together and freeze these rates which would be something 
certainly out of the scope of my compass. 

That agrees precisely with what I am saying. 

Mr. Coteman. That isright. It substantiates the point that I think 
we are in agreement on. It is just a matter of clarification, Senator, 
that is, that we were discussing a situation over the next 3 years. 

We were not talking about the closure of the Suez. We were talking 
about the impending emergency as intended by the plan. 

Senator O’Manoney. We were discussing it upon the assumption 
that since the President of the United States in a special message to 
Congress had said that he would ask for $200,000 for this fiscal year 

Senator Witey. Make it millions. 

Senator O’Manonery. Thank you. $200 million for 3 years, one 
might be justified in drawing the conclusion that the President was 
acting upon evidence conclusive to his mind that this crisis might 
cover 3 years. 

Mr. Coteman. Not the Suez crisis. 

Senator O’Manonry. The Middle East crisis. 

Mr. Coteman. That is right. 

Senator O’Manoney. Which includes oil? 

Mr. CoteMan. Yes. 

Senator O’Manonery. Therefore, my question, merely assuming the 
President to be right in such a conclusion, would it not be advisable to 
control these tanker rates, so that the world consumers of petroleum, 
these nations in OEEC and our own country, would not be bothered 
by skyrocketing prices for transportation ? 

Mr. Coteman. The reason I am trying to make a distinction, and I 
hope I am not taking up small details, between this potential emer- 
gency situation, as you visualize it and this Suez crisis, it was that 

Senator O’Manoney. I think I see clearly what you mean. You 
mean—— 

Mr. CotEMAN. The Suez if it were opened 

Senator O’Manoney. If it would be opened it might be ended by 
the ist of April. 

Mr. Coteman. That is right. 

Senator O’Manoney. Let economic forces take effect there. 

Mr. Coteman. No; no; I was just trying—excuse me—I was just 
trying to define the period of what we were talking about. 

Senator O’Manoney. That is right. 

Mr. Coteman. I assumed in my answer, and I thought I had made 
it clear, that we were talking about the situation after Suez was opened 
and normal trade routes were established, and the 3-year period of 
tension and so forth envisioned by the President. 

Are we in agreement on that? 

Senator O’Manonry. Of course, I will accept that as your state- 
ment of what your understanding of the question was. But let me put 
it to you this way: If the conditions of the economic war in Europe 
and Asia continue as they have continued, and our allies in Western 
Europe continue to be dependent upon the United States, the Gov- 
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ernment policy to supply oil, should the Government of the United 
States not have the cooperation of all of the companies on MEFKC in 
recommending some steps that will keep the cost down to the Euro- 
pean countries ? 

If we do not keep it down for the European countries, we will be 
paying for it ourselves through American taxation and mutual secu- 
rity aid. 

r. Coreman. I think all the companies on the MEEC and every 
company in the oil industry should do everything they can to keep 
prices down; but I would not recommend, once Suez is open, even 
though we have this crisis continue, that the whole world tanker op- 
eration be put on a controlled-price basis. 

I would think that that would mean worldwide government con- 
trol. 

Senator O’Manoney. Would it not have been better if, at the begin- 
ning of this MEEC program, some steps had been taken by the co- 
operation of the 15 companies which then made up the MEEC, and 
the Government, to prevent the consumers in Europe and the con- 
sumers in the United States from having to pay the increased prices? 

Mr. Coteman. As far as the operations through the MEEC, Sen- 
ator, our immunity does not cover any permission to agree upon 
prices or control of prices. I will defer to counsel in that. 

Senator O’Manoney. Of course, that is not the question. An im- 
munity was set up. I am only asking you, would it not have been 
better if we had been able to save the people from the increased bur- 
den of payments which they have had to make for this oil, and to 
carry out this Government program ? 

Mr. Coteman. We were all concerned about the impact of higher 
error on Europe. That was brought out in the discussion of Decem- 

er 19, this meeting in Washington here. We discussed these factors. 
They were called to the Government’s attention. 

Mr. Burgess expressed views with respect to the dollar drain, and 
so forth. 

Senator O’Manoney. I have never hesitated to say, because I went 
all through it, that the oil companies in the United States in World 
War IT and the Korean war cooperated loyally and _ patriotically 
with the Government to handle oil. We were in war; and because we 
were in war, the Government took over tankers. And because the 
Government took over tankers, we kept the price down. 

Now, while we are not engaged in a fighting war, we certainly are 
engaged in an economic war. 

Mr. Coteman. That is right. 

Senator O’Manoney. An economic war, I am very much afraid, 
may be much more dangerous for free nations than a fighting war, 
because if that fighting war should come on now, the United States 
still has the superiority in war material and war ability and war 
know-how that would win that war. But if we continue to drift 
without a solution of the economic war, and nobody is better capable 
of giving advice about this than you gentlemen of great knowledge, 
great training, great technicians of obvious brainpower and, I say, 
obvious patriotism—if you would cooperate with the Congress and 
the Executive, I think we could find a way to avoid the evil results of 
economic war. 
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Because, sir, if the complaints continue to come in to Uongress as 
they are now coming in, I venture to say to every office in the Senate 
and the House, from the rank and file of the people, protesting against 
the failure to reduce taxes and the failure to control rising prices, the 
failure to do anything about inflation—they are becoming very res- 
tive, and nobody can predict what the result will be. 

Mr. Ratusone. Mr. Chairman, could I try possibly to add a little 
bit to your point ? 

Senator O’Maunoney. Certainly. 

Mr. Rarusone. You will recall yesterday you questioned me about 
the same matter of tanker rates, and I gave for the record the policy 
which the company and its affiliates have followed with respect to 
tanker rates. 

And either you or Senator Kefauver, I am not sure which, asked 
me if I could give the rates. I did not have that information then. 
I have it now, and if you would like to have it, I would be very glad 
to give it to you. 

{think you will find it of interest. 

Senator O’Manoney. I think it would be very well. 

Mr. Ratusonf. This is the average tanker rate for the Caribbean- 
United Kingdom run, that is. from the Caribbean area to the United 
Kingdom. This is the composite, long-term rate which applies to the 
owned ships of our affiliated companies and those ships which they 
have on long-term charter. 

In the first quarter of 1956, that figure was 76 cents per barrel. 

In the second quarter of 1956, it was 70 cents per barrel. 

In the third quarter of 1956, it was 77 cents per barrel. 

In the fourth quarter of 1956, it was 81 cents per barrel. 

And in the first quarter of the current year, 1957, it is 85 cents per 
barrel. 

In other words, the rate that is used by all of the affiliated com- 
panies to Western Europe on their own ships and the long-term 
charters has increased 4 cents a barrel, or approximately a tenth of a 
cent a gallon, in the first quarter of this year as compared with the 
fourth quarter of last year. 

Senator O’Manonry. Whose oil were they carrying? 

Mr. Rarueone. They were carrying their own oil and their cus- 
tomers’. It is oil that they sell. 

Senator O’Manoney. They were carrying what oil? 

Mr. Rarupone. They were carrying oil that they sell to all of their 
various customers, 

Senator O’Manonry. It was not with Standard oil? 

Mr. Coteman. This is our affiliates. 

. Mr. Rarueone. It is oil that they were selling to all their customers 
in Europe. : 

Senator O’Manonry. Yes, but Standard affiliates operating tank- 
ers to transport Standard oil to Standard customers? 

Mr. Raturone. Well, eventually to outsiders. I mean, they sell to 
Tom, Dick, and Harry. Tt ae 

Senator O’Manoney. Oh, they finally sell to Tom, Dick, and Harry. 

Senator Krravver. I did not get those last two figures. : 

Mr. Ratueone. The last quarter of 1956, 81 cents; the first quarter 
of 1957, 85 cents. 
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The point, Mr. Chairman, that I was trying to make is this: If we 
were trying to charge exorbitant rates on the ships which we have 
in our own control due to the emergency situation which you and 
Mr. Coleman have just been talking about, those rates would have 
been much higher than that. 

Senator O’Manoney. But, Mr. Rathbone, that is not what we were 
talking about. You yourself gave the testimony about the spot 
charges. 

Mr. Ratneone. I was just coming to that. 

Senator O’Manoney. And that is where the prices skyrocketed, 
and on those tankers the traffic was only the traffic that the tanker 
owner was carrying from wherever he could get the oil to deliver to 
wherever it was to be delivered, and he charged what the traffic would 
bear. 

Government control of tanker rates would not be injuring Standard, 
but it would be holding the speculator down. 

Mr. Ratueone. You asked me yesterday, sir, if I would like to 
see those rates controlled, and I told you I would. 

Senator O’Manoney. We are all in agreement, then. 

Mr. Ratuesone. I said I did not know how it could be done, but I 
would be happy if it could be. 

Senator O’Manoney. All I am asking you is, let’s get our heads 
together and find out how it can be done, if this economic war is 
continued. 

Senator Witey. Under what flag do most of these spots sail? 

Mr. Rarneone. Almost all foreign flags. 

Senator Witry. We would have no jurisdiction. 

Senator O’Manoney. Except by agreement of the 17 nations. 

Mr. Rarusone. Their oil is coming from the Caribbean and United 
States Gulf, the oil that these ships are carrying. 

Senator Kerauver. Are any of them owned by you or your 
affiliates? 

Mr. Rarupone. No,sir. These are all outside ships. 

Senator Wirey. Have you got those rates? 

Mr. Ratuprone. Yes, sir. 

Senator O’Manoney. Mr. Rathbone, I sort of promised Mr. Cole- 
man that he could finish today. 

Mr. Rarneone. It would just take two seconds, sir, if I might. 

Senator O’Manoney. All right. 

Mr. Ratupone. This 85-cent rate that applies to our affiliate ships, 
Caribbean-United Kingdom trip, in the first quarter of this year, 
compares with the USMC rate which was established by the United 
States Maritime Commission, then known as the War Shipping Ad- 
ministration, during World War II when tanker rates were under 
control, and that rate was 90 cents. I would just like to get that 
figure in the record. 

Senator Dirksen. What percentage of the tankerage from Vene- 
zuela to the United Kingdom is independent as distinguished from 
company owned ? 

Mr. Rarueone. In the fleet that our affiliated companies use to 
move oil to Europe—and this is not all from Venezuela, this is the 
total from all sources—in the fourth quarter of 1956, 13 percent of 
that fleet was spot charters from outsiders. 
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In the first quarter of this year, it is estimated to be 12 percent. 

And those spot charter rates, as I testified yesterday, have in- 
creased. In the first quarter of this year, we estimate that the aver- 
age increase will be 214 percent. 

Senator Witey. How much? 

Mr. Rarupone. 214. 

Senator Witey. What would it amount to per barrel 

Mr. Ratusone. That would be, instead of the 85 cents, about $3.25. 

Senator O’Mauoney. I have been told, Mr. Rathbone—and this in- 
formation comes, I think I can say properly, from the Maritime 
Commission—that the owners of these spot tankers, some of them at 
least, expect to clear at least a million dollars per tanker if this Suez 
crisis continues. Do you think that is unreasonable? 

Mr. Ratusone. No, sir. I have seen similar estimates. I think 
that a trip around the Cape of Good Hope from the Persian Gulf on 
a T-2 tanker at today’s rates of about $6.36 a barrel, as compared to 
the flat USMC rate, which we might call a standard, of $2.12—in 
other words, it is 3 times today—that type of a run on a T-2 tanker 
will probably gross a million dollars. 

Senator Wizzy. One trip? 

Mr. Rarupone. One trip. And many of those ships were prob- 
ably bought for close to a million dollars. 

Senator Kerauver. Mr. Chairman, I think this ought to be put 
in the record. 

Senator O’Manoney. It may be received. 

(The tabulation referred to is as follows :) 











| | | | 
| 1st quarter 2d quarter 3d quarter | 4th quarter | 1st quarter 
1956 1956 | 1956 | 1956 | 1957 


cla etniicel . tanh gas ee a 


| Per- | USMC, Per- | USMC] Per- | USMC} Per- | USMC} Per- | USMO 














| cent | cent | cent | | cent | | cent | 
— | nonlin -| a ‘ bb ke ESS. 
Long-term. - _...-----| 83) -15] 85] +22] 85] -14] 87] <20] 88 | —5 
Short-term 7} +59) 15] +3] 15) +45 | 13| +54) 12] +214 
Composite__- | 100} -—3] 100] —18]} 100 -5! 100| -2| 100| +21 
Long-term increase over pre- | | 
ceding quarter at —7.9 | .-| +10 . +5.3 | ..-|+5.0 silat 
Long-term rate dollars per | | | | 
barrel, 30° grade crude | | | 
Caribbean/United King- | | | | | | | 
creat ntedunaccsan | 0.76 | $0.70 | | $0.77 | $0.81 |...... $0. 86 
| | | } | 








13d quarter 1955, $0.68. 
USMC fiat Carribbean/United Kingdom, $0.90 per barre] 30° crude. 


Senator O’Manoney. The figure that I had in mind was $1 million 
net profit a year, not a million gross. That is what was given to us. 

Senator Wirey. He is way ahead of you. 

Senator Kerauver. On this, you have an increase from the second 
quarter of 1956, when it was 70 cents a barrel, to your present quarter 
rate of 85 cents a barrel. 

Mr. Rathbone, is not another matter to be considered in your rates, 
that you really ought to lower your rates because you are getting 
rapa amortization on the ships that you are building and buying? 

{r. Rarusone. Rapid amortization ? 
Senator Keravuver. From the Government. 
Mr. Ratugone. No, sir; only on the definite tanker features. 
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Senator Keravver. Is not Esso Shipping Co. one of your sub- 
sidiaries ? 

Mr. Rarupone. Yes, sir. 

Senator Keravuver. I notice here in March, they got a 40 percent 
amortization on $67,500,000 for Esso Shipping Co., oceangoing 
tankers. What are they for? 

Mr. Raruzone. Those are American-flag ships to be built in Ameri- 
ean yards. 

Senator Kerauver. They are going to,carry your oil; are they not? 

Mr. Ratrueone. Yes, sir. 

Senator Kerauver. You are being authorized to pay for $26 million 
of this, amortize it in 5 years, so the Government is giving you a big 
break on your rapid amortization. 

Mr. Rarusone. Yes, sir. That is the program that the Govern- 
ment inaugurated to encourage the building of some more American- 
flag tankers. 

Senator Kerauver. I say, if they are going to give you rapid amor- 
tization on 40 percent of $67.5 million, it looks like you ought to hold 
the price down, because they are really subsidizing your operation. 

Mr. Rarueone. Sir, the rapid amortization does not do anything 
but defer your tax bill. It delays it. 

Senator Keravver. You charge off $26 million in 5 years, whereas 
otherwise you would have to charge it off in 30 or 25 years. 

Mr. Ratusone. Twenty years. 

Senator Keravuver. That is a big advantage to you. 

Mr. Coteman. Senator, none of those ships are in the run that Mr. 
Rathbone has been discussing. 

Senator Kerauver. They have not been built yet. These are just 
being manufactured. 

Mr. Coteman. No American ships are in the run. 

Senator Keravver. These are ships that will be in the run when 
they get built. 

Mr. Coteman. They will be in American coastwise service. 

Senator Keravuver. They are going to carry your oil. 

Mr. CotemMan. Yes. 

Senator Krerauver. And release other vessels, I take it. 

Mr. Rarneone. They are going to carry our oil; that is correct. 

Senator Kerauver. You have been getting rapid amortization on 
all the ships you have been building. 

Mr. Ratueone. Oh, no. 

Senator Kerauver. Sir? 

Mr. Ratupone. No, sir. 

Senator Krerauver. This is not your first time. 

Mr. Ratusone. We have had rapid amortization in the past, but 
certainly not on all the ships we are building; no, sir. I thought that 
was what you said. 

Senator Keravver. How much does it amount to? 

Mr. Ratueone. Rapid amortization ? 

Senator Kerauver. How many million dollars have you gotten in 
your shipping program that you got rapid amortization on ? 

Mr. Ratueone. I couldn’t give you that figure. I would be glad 
to supply it for the record. 
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Senator Krerauver. This is $67 million here in March. What did 
you get last year? 

Mr. Ratusone. I can’t give you the figures, sir. 

Senator Kerauver. Will you supply the figures? 

Mr. Ratimone. Yes, indeed, I will. 

(The information referred to follows :) 


Rapid amortization received by Jersey in tanker-building program authorized 
by Cougress as a part of the defense program. 

In regard to depreciation, the Office of Defense Mobilization granted Esso 
Shipping Co. rapid amortization on 40 percent of the cost, as defense facilities, 
of five 46,000-deadweight-ton tankers recently ordered from Newport News Ship- 
building & Dry Dock Co. for delivery in 1960 and 1961. This is the first and only 
time rapid amortization for our United States-flag ocean tankers was applied for 
and granted. 

The effect of rapid amortization in the case of each of these vessels is shown 
on the attached statement. 

It will be noted that, while depreciation during the first 5 years is at an 
accelerated rate, begining in the sixth year it becomes progressively less than 
would result without rapid amortization. In both cases, the vessel is fully de- 
preciated at the end of 20 years. The result is a deferment of taxes in the first 
5, offset by greater taxes over the last 15 years of the vessel’s life. 


Effect on taxable income of rapid tax amortization granted by the Office of 
Defense Mobilization for each of the 46,000-deudweight-ton vessels recently 
ordered by Esso Shipping Co. for delivery in 1960 and 1961 














Rapid amor- Increase (+) 
tivation as Balance of Normal tax or de- 
Year defense depreciati-n Total basis crease (—) 
facility for vessel in taxable 
inevme ! 
| 
Percent Percent Percent 

5.6 13.6 9.4 —$567, 000 

5.4 13.4 9.0 — 594. 000 

5.2 13.2 8.6 —621, 00 

4.9 12.9 8.0 —661. 500 

4.5 12.5 7.6 — 61, 500 

4.3 4.3 71 +378. 000 

4.0 4.0 6.7 +364, 500 
3.7 3.7 6.1 +324, 000 
3.4 3.4 5.7 +310, 500 

3.2 3.2 5.2 +-270, 000 
2.8 2.8 4.8 +270. 000 

2.6 2.6 4.3 +229, 500 

2.3 2.3 3.9 +218, 000 

2.0 2.0 | 3.3 | +175. 500 
1.7 7 2.9 +12, 000 
1.5 1.5 24} +121, 500 
1.2 1.2 2.0 +108, 000 
9 9 | 1.4 +67, 500 
5 5 | 1.0 +67, 500 

3 3 | .6 | +40, 500 

60.0 | 100. 0 MOOD Doh nueenshenee 








1 The net effect on taxes, based on current rates, would be approximately 44 of the amounts shown in 
this column. 


Senator Dirksen. Mr. Rathbone, those that Senator Kefauver is 
referring to, of course, are the tankers authorized by the Congress 
itself, with built-in defense features, and to be taken over in time of an 
emergency; is that not right? 

Mr. Ratneone. Yes, sir. 

Senator Dirksen. Definitely so. 

Mr. Ratuevone. That is right; as an inducement for the American 
companies to build those ships, they were offered this rapid-amorti- 
zation feature. 
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Senator O’Manoney. Let’s get back to Mr. Coleman. 

Mr. McHvucn. May I ask another question ? 

Senator O’Manoney. All right. 

Mr. McHuseu. Mr. Rathbone, you indicated the tanker rates during 
the past year have gone up a relatively small amount. I wonder, 
could you tell the committee what the profit situation has been of your 
tanker affiliates for 1956? 

Mr. Ratusone. The bulk of those rates that I have referred to there 
are by tankers which are controlled or owned, one or the other, by 
foreign affiliates, and they do not, so far as I know, have a separate 
—.: figure on the tankers alone. If they do, I don’t have 
the res. 

Mr. ein You have your own wholly owned tanker affiliates, do 

ou not 
: Mr. Ratueone. Yes,sir. We have the figures on the Esso Shipping 
Co., which is an American-flag coastwise fleet, and we also have a sepa- 
rate company which operates foreign-flag ships all over the world as 
sort of a pool arrangement. I mean this is a company that supplies 
tonnage to affiliated companies which do not have enough of their own 
under their own flag. We could give you those figures. 

Mr. McHoven. The affiliate you have spoken of, do the ships which 
— we that affiliate operate between the gulf, say, and Western 

urope ? 

Mr. Ratusone. Yes. 

Mr. McHveun. Carrying oil under this program ? 

Mr. Ratusone. Some of them may; yes, sir. They generally, I 
think, are using the Latin American trade, but I am quite sure that 
some of them have made that run. 

Mr. McHven. Can you tell us at this time anything of the profit 
position in 1956 of that affiliate ? 

Mr. Ratugone. No; I can’t, but I would be very glad to supply those 
figures to you. I do not have them. 

Mr. McHveun. Senator, I think it would be very helpful. 

(The information referred to follows:) 


PROFIT MADE BY PANAMA TRANSPORT Co. DurING 1956 


Insofar as 1956 earnings are concerned, Panama Transport’s net earnings 
amounted to $10,150,169, 13.8 percent of net worth. Income taxes are not 
assessed on ships’ earnings in Panama. 

Senator Carrot. Mr. Chairman, is there any place in the record 
where there are the names and locations of the affiliates of Standard of 
New Jersey, and in Europe? 

Senator O’Mauonery. No; I was about to ask that question yester- 
day, but it slipped by. I think that information ought to be supplied 
to the committee. 

Mr. McHveun. I believe, Senator, that the subcommittee staff has 
made, in writing, a request for that information, and it either has 
been supplied or is being supplied in writing by the company. 

Senator Carroty. It will, then, appear in the record ? 

Mr. McHveun. Yes. 

Senator Carrott. Not only of Europe, but any other affiliates 
throughout the world. 

Mr. McHueu. We have asked for them all. 
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Senator O’Manoney. There are three categories. There are the 
corporation organized in the United States; there are the corpora- 
tions organized under the states under foreign government; and three, 
the paper corporations, which are not now functioning but have been 
organized and chartered by some state to perform some function that 
was anticipated might be necessary at some time. Those three 
categories. 

Senator Carroti. Would this be a reasonable request: That we have 
a showing of the relationship of the producing affiliates to the de- 
pletion ihewates. their financial structure, their profit structure? 
Can you put that into the record ? 

Mr. Raruzone. A good many of these companies, Senator, already 
publish an annual report which would carry all of that information 
in it. I can name, for example, 4 or 5 of the largest ones: The 
Humble Oil Co., Creole, International, and Imperial. Those all 
publish an annual report, because they all have outside ownership. 

Senator Carrotu. I am thinking of some of your foreign affiliates. 
The distinguished Senator from Wisconsin could be helpful to me on 
this because of his prominence in his position on the Foreign Relations 
Committee. 

Somewhere in your testimony, I seem to recall that you were ex- 
periencing some difficulty in 1948—I say “you”; the oil industry 
generally—and it was in 1948, as I a that we began to appro- 
priate billions of dollars under the Marshall plan. 

Since the end of the war, if the Senator will help me in this matter, 
how much money have we put into Western Europe to stabilize its 
economy? Does the Senator from Wisconsin have those figures? 

Senator Wizey. I cannot say specifically. 

Senator O’Manoney. Those figures are available. We can get 
those without difficulty. 

Senator Carrotu. You have affiliates in all of the 16 or 17 nations 
of Western Europe? 

Mr. Ratusone. Yes. 

Senator Carrouu. As a result of the Marshall plan and the money 
put in by the American people, did that increase the strength and the 
growth of your affiliates in that area? 

Mr. Ratueone. I think, sir, that I could make available to you, 
if this is what you wish, a financial statement of profit and loss and 
investment, and the nature of the operations, for each one of our 
affiliated companies. 

(The material referred to is as follows :) 


STATEMENT OF PROFIT AND Loss, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIES) 


Esso Austria (Standard Oil Co. (New Jersey) ownership 100 percent) 


(Petroleum products—Marketing) 


{Local curreney expressed in thousands of United States dollars at exchange rate of 
AS26.1 equals $1] 


Source of working funds: 1955 
a a ash chien cain pintado aonb tigeiniinasnivesion 52 
Depreciation and other plant reductions.......................... 32 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIES)—Continued 















































Disposition of working funds: 1955 
a I a i ae i ig sesh Shen phase enh pee tw bs doen gel rnc tipi 
Additions to property, plant and equipment: Marketing..._---_____ 37 

ee rr ee eee >» OUTOT OUl oh ete tadeweeumancmn 87 
Increase/(decrease) in working funds. ---.-----------.--.------. 47 
Balance of working funds at year end: 
Assets: 
ee ee CRE UCT TC en cence eee mre aoenes 103 
Notes and accounts receivable and other_.-----.---------_--. 89 
Inventories : 
Crude, petroleum products and other merchandise______-- 138 
I cea hcteenmiretnipenimeingenpaee 1 
NS is ip | A 2 
Motel wréeriting Gund: Ge0etis oo satiinsiceieinsmeiidetincnyde 333 
Liabilities : 
Nee ne ee Lraccncrepeecmnbenatinioagnin pane mcwees 70 
une, Sided. ee OD OU ei SS ee See ea ea 
Irene MUST = RODEO a ct ah cel steesenereg hbbccipied 73 
Eetercompany eocopnte payable... nce oe nen sne 98 
Neen eee en ee ee Tn eeeemendiaodgisunaieonssaesenesavenenesdieungnse 241 
Net working funds at year end_..----.-.~..-----~.----.--_~.__ 2 
Other assets: 
IIE URN SUED I oa ceenenseenengemetiinlipimengeanennsnoentnmnsees 23 
a, ,  eesarmpapenenepniberckongugeusenspavcnes 154 
Total assets, less current liabilities_...u..ccctccc........- 269 
Less reserves and other liabilities...0me...cctp.....c........__-.- 66 
aa itectnied nee oes moaninaimanaemmnmes 203 

Net worth: 

I anemia Unis tipeenrncmenngetighn 96 
i en ceemiroia Gcivenseneintgtingeserenanm’ 107 
a la ell eh SR AE ee LETS el ETS UR 5D EAA ES 203 

Ratios: 

Working fund assets to working fund liabilities__.....-._._...._...___ 1. 38 
Pe, Draet..o.avecens me. Wort (percest).__....... 29.3 
Notes and accounts receivable to gross income (percent) ...-__ ~~ 6.0 


Esso Belgium (marketing) (Standard Oil Co. (New Jersey) ownership 100 
percent) 


(Petroleum products 





Marine, marketing) 


[Local currency expressed in thousands of United States dollars at exchange rate of 
Bfr50 equals $1] 
Source of working funds: 


a  eemabiebeaisieeehininteeesd 2, 466 
Depreciation and other plant reductions___-_____-_-_-_______--_______ 2, 196 
LPG container maintenance paid in advance__--_--_-___________-_ §32 
SORTED Ee TUSTIN: TON IONS. Sasol ei etintittida sin ecm nen cm 218 
Tanner lokas from SNC! and banksii. 2324. 726 
EES EE Se ee 200 
Is cremencpiemeniosirereppicen (102) 


RIS UE URE ID WL VOUT RIN ON cs csc eevee parca ever eserenatereninmenenes 6, 536 








f 


od 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OP 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANiEs)—Continued 


Disposition of working funds: 1955 
IIS SOI ci caries Sacre deen genbaiteachdavesmadedinaesaaecniteabeerrae Cie enact rede oe alongs 844 
Addition to property, plant and equipment: 

Baiting 3.0. ssid ctb~ bebicwl tee ehaenseddd idea ener 14 
Marine: 
ee UE a on oe ec eet mmnnsienan tian On ee ae 1, 528 


26,000 deadweight-ton tanker purchased from Imperial___._ 3,178 
Office building 





Marketing x10 0nssscsccaswese els te a in te SB .. 1, 744 
a id eae 6, 464 
Net investments: 
ORT 1 G8: BOGE R cen c one cee eenaromnanenpenwas 264 
SOE aarti eipbetaedink thd ab nen Deite niteapiiings is PAA OTE we A ATS 158 
Betivoment ef tens tenme-dedlncnucsasnnaucmncsunsennnenslll, see: 
Totel.working.funds.renuired...........-.- iss ea es ss 7, 730 
Increase (decrease) in working TUnds.......n2 nen ences (1, 194 
Balance of working funds at year end: = oe 
Assets: 
Gn GG THAT ROTA DIO BOCs ie eecenncannnn 810 
Notes and accounts receivable and other__..__---__----_-_--_-_ 4, 432 
Inventories: 
Crude, petroleum products, and other merchandise________ 4, 818 
PER CGVAe: GE WON ann. ctictseainind ctemmensn teen eae 202 
Intercompany accounts receivable... nce ntnnne Ad 
IA , WERE I te MNO ic, een enieieeesttttnieeiimncinmeenendaahalinns 10, 306 
Liabilities : rep 
earn TU TO aa acstaitcotenisintianeematdiasm stiles 70 
Long-term debt due within 1 year_.....--...-..-2__-__. Aue 278 
UII, WINN cic cectsanck cena ch cocina codon io toscana acaagbvin ene ahinbenadihahanaecannes 272 
SO Nn no oa ocean eiapischeiemeansinmiinastnn hs 1, 740 
Deposit liability returned containers__..........----_______-__ 496 
ar ae INE > BRI NINE caster atcrstmennnenin areca entntnedetneamniedd atin acs 2,116 
intercompany -accounts. payable...2222. 2 ee 1, 256 
Total working fund liabilities...........-..............- , 7,028 
Net working funds at VORr Ct kasi isi ects tnt 3, 278 
Other assets: 
BIVOGIINIONES GRU GLNOT DONO aoc deceit dein vibes seuiin~ 2, 300 
Bias, TURIN GRRE, CRATIITIOINE TR Gi icc nes itt sesso 14, 562 
SOCAL ASROTS, 1eWS CUTTORE TADUIO6 cece eciewra em nneenee 20, 140 
Less: 
Reserves and other Hanilities sj ss ee eerie nnnse 2, 22 
I ae ee oe adeno goes Raacebeies ane eaabeeniman 2, 632 
TE, TUE, Se cncntckirc et cedceacnes pects decsiremesticanendancaedieiaaiieonimnacenonaneien 15, 27 
Net worth: i. oe 
GCauitel COC .ccsiceccccumenssadendtswianmmeadbdnetnednlin 10, 560 
CMA RU SD reise Dt bare ee chene nese ininanemieema wm 94 
I? el loge ince discos Seis ahd salen 4, 620 
RAL iG Paasche erenzeiccommneterinn an tltde 15, 274 


Ratios: 
Working fund assets to working fund liabilities 


1.5 

PORE RE: GONE 10 TOE: WON issn hen cnncecnsnednctnnscncncunes 17.2 
Net profit. to-average. net) Werth. .66i. ah a ek V7.1 
Cash dividends to net profit of current year____-_--__---_-__-__-_-__ 34. 2 
7.0 


Notes and accounts receivable to gross income 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 ComMPpaNiIEes)—Continued 


Esso Belgium (refining) (Standard Oil Co. (New Jersey) ownership 100 percent) 


(Petroleum products—refining) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
Bfr50 equals $1] 


Source of working funds: 1955 
IE OND dans hin st nhicdecss hs bisshonendins ad ee anes Shee wee 1, 415 
Depreciation and other plant reductions____-___--__---..----.--.--.. 1, 804 
a reo ee, Oe Cemeit 10. nee ene none nieien 1, 400 
I a icine en basis oe eniamwatenet 150 

Zoe. Wormine Tents avaliable... ritonness 4, 769 
Disposition of working funds: 
I NEE em annecandsucnncensic bs tatesdscm he betay| abb—se 
Additions to property, plant and equipment: Refining_._._.____-______- 640 
Retirement. of long-term. debt___.. . . ss eh eh es 1, 800 
ns ecsincapigswrigciamegbioeniiguereninasape 2. 440 
Increase (decrease) in working funds___._.__-_----_-_-__-___--__ 2, 329 
Balance of working funds at year end: 
Assets: 
gn a ee ee ee 295 
Notes and accounts receivable and other__________________-____~_ 170 
Inventories : 
Crude, petroleum products, and other merchandise_______~- 3, 751 
ne eae rc ertiameaieen eva abi 1, 244 
Intercompany accounts receivable_._..____--__----_-_---.-.- 2, 052 
Ten) ‘Wormer TRG MNEs ios. so lis a tds tees snd 7,512 
Liabilities: 
en Genes NN ON anh ie ils Satie ei id ed 192 
I entiaiaendibbsnittehs die etsiianteihd 935 
Long-term. debt dove in 1 ye@r..winiccc sien ss iseens 1, 800 
anes ariw ened abanusnin slope 1, 275 
Intercompany accounts payable..__...------.--.-.-.--------- 1, 404 
ee err Gay “See 5, 606 
ee ne OS SR nn ne oo wae sen 1, 906 

Other assets: 
en ccsgunnpsintetipinsbsusveapunicsanusonusacipuees 231 
ray, eee ee TENS. MOC cca eeon 21, O77 

Tae eee, nee Gurvent tions. 23, 214 
Less: 
nn Oy Co cicierneerteneienaninpinternesvengiinieiewns 71 
(rere od ane sata 2 ert hel Sine am ge re Ae lel ol 15, 300 
I iced tec ai nate neeaiieansoncmmech ea eaealtad 7. 843 

Net worth: 

I a sas ensineinenint es tips cenemetobiaen 7, 000 
I ak a crnseaacicnnlaseinsieneanenienieinepenet ante bipblenabts 843 
sia nab esdraeinslinesiniinnairanedigbemmsigns 7, 843 

Ratios: ceanl 
Working fund assets to working fund liabilities_...c..cccttcc 1.8 
Long-term debt to net worth (percent) ...-.--.---------_-___-_- 19. 5 
Net profit to average net worth (percent) -...----..-----_._-___- 19.8 


Cash dividends to net profit of current year___...__.------.._-.-_. ~--... 


ee 


RN ti A 





a. 


id 


uot 


1 Cae 


oe ante a NN 





EMERGENCY OIL LIFT PROGRAM 1155 


STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIEs )—Continued 


Esso Denmark (Standard Oil Co. (New Jersey) ownership 82.4 percent) 


(Petroleum-products—Marine, marketing) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
Kr6.9 equals $1] 


Source of working funds: 1955 
POO MR nn cn ne enh net itt leans antal ee uaa pasbieneer ieee -aaieial 736 
MExtreorayeaty Gere tit ne ices esi minegrnse ie eepstsicntos oe 
Other depreciation and plant reductions.____.________-._-__-___---- 1, 010 
Proceeds from sale of invemtmneihs scsi a ner 101 
New capital obtained: 

Long-term note to Odense Shipyard___-___-._._-_-_-_-_-_____- 270 


ee (SS 1 Se aia bee bnah db reseuateeid ee bnanabiers 
Loan from Standard Oil Co. (New Jersey ) 














Cr ee a as sok oi teneertacunmentonnierein aston (7) 
co EE ae ee 2,110 
Disposition of working funds: ae 
DEY Wo ermiciecanennwntndekcn conus puull, Sola. 472 
Additions to property, plant and equipment: martial 
ate ea et Ee A Lt | RO ETC ITE ELE L TPIT EE 1, 826 
a 1, 983 
Dene nee Ee ei 3, 809 
New investment—Loans to dealers and others_.__..._._-___-_____-__ 171 
a ap, aR end ed pt it at eae 22 
Total working funds required___.....___.______-_ angie ty omy 
Increase / (decrease) in working funds___..._-_----_------_-_ et ( 2, 364) 
Balance of working funds at year end: eA 
Assets : 
Cash and marketable securities____._____ east 2 ala 2.) 8 768 
Notes and accounts receivable and other__________-________- 6,118 
Inventories: 
Crude, petroleum products and other merchandise_____-_~- 3, 509 
Materiales and eunnlies. Qn. cies sstisedwdientt!-neniccnees 345 
Intercompany accounts receivable_______....-_._._____________ 126 
ONE SOTA TUE DOIN io cienth ieee dellcdarlaccsdhaessleul 13, 864 
Liabilities : . 
en en nn ee ee ene 362 
See term Gent Ge wie | yeer._.2 ee 8 19 
Short-term notes to Odense Shipyard________________________ 68 
een Ses, ancl nie tnunenintaesmres 2, 017 
IT scien php nla acces 6, 006 
ll Re ein Adel di TB sp tl ft ~ ae 
Intercompany accounts payable._.................___......- 775 
Tock working fund Habilitios........ 28) ee 10, 778 
Net working funds at your eGo. oe a ee 3, 086 
Other assets: 
aevenigneete oud. other aie oe ale eee 890 
Property, plant and equipment, net____.__.___.__.___-_______- if 11, 099 
Total assets, less current liabilities__.....___.____________- .~ 15,075 
Less: 
Snmneereraee (Wlaty Mae DOU a a tein 17 
Long-term debt..........- bs» hei At eau odor Joe. 1,167 
Or I i A a elas 13, 891 


90507—57—pt. 2——21 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 COMPANIES )—Continued 


Net worth: 1955 
ad at aeeads chines anit iy ese eae sein ao ameb ada ter epkiakantions 4, 720 
Be NG isis sited candsattindtentasteneaneen~s+y---—~ wan ay ee 

Petals mek gnostic cso 3 8 bk eee see eoncee cece _ 13.891 


Ratios: 


Working fund assets to working fund liabilities__._._._______._______ 1.3 
Long-term debt to net worth (percent) --__-_---_--_--------_-_--- 8.4 
Net profit to average net worth (percent) _-_--_-_--____-_---__-_~- 5.4 
Cash dividends/net profit of current year_______-.-__--_________ 64. 1 
Notes and accounts receivable/gross income (percent)_._-_-_____~ 8.8 


Esso Finland (Consolidated) (Standard Oil Co. (New Jersey) ownership 
100 percent) 


(Petroleum products—Marketing ) 
[Local currency expressed in thousands of United States dollars at exchange rate of 


Fmks.230.9 equal $1] 
Source of working funds: 





0 EE a BB hd 715 
Depreciation and other plant reductions___._-...__.---------_-~- 747 
Long-term borrowing from pension fund____-_-------------~-~-- S66 
Proceeds from disposition of investments_—-.._----------------~- 188 
een SEORORCOns, 06. a... le ice (23) 
Total working funds available ; 2, 493 
Disposition of working funds: 
a acini Siiins en i Shida is io . dceiaeneenainidias 227 
Less portion payable to Oy Esso Holding Dad cok tattered le lecaatem tne (22) 
Addition to property and equipment: Market_- ss 1, 189 
New investments: 
Loans to dealers________ ee B39 
int tis cuchemanaitataiyrtensbieit tot haa debe A LEE 134 
Total working funds required___-_- ce iS 1, 867 
Increase/(decrease) in working funds ICUS Dai bu ceial. 626 
Balance of working funds at year end: 
Assets: 

Cash and marketable securities____- eb Bee LSU 3 768 
Notes and accounts receivable and other- _ aha 3, 137 
Inventories: 

Crude, petroleum, and other merchandise______---__.___ 8, 804 
EE a a eee ener 235 
Intercompany accounts receivable__................-...__.__ ah 
Total working fund assets Sa ee aE Me A i ae ~wastats 13,000 
Liabilities : 
Reserve for income tax _ er ae ee ee eee eee 399 
STEALS SALTO se ee oe 
Additional funds required, uncove red_- do-aiss-weidscestai 
Liabilities for goods on order included in inventory ananen spine» eek 
Duty, tax and price fund credit_____________. 135-bae- 1s nausivs 8; BOR 
Other current liabilities- oa itt. t6Onvshittes Dees eid wwe”: P82 
Intercompany accounts payable. eeatitnd 642 
Total working funds liabilities____ 5 ; 14, 761 
Net working funds at year end________- orpel- sind (1, 16%) 
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STATEMENT OF PRoFir AND LOSS, INVESTMENT AND NATURE OF OPERATIONS: OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 COMPANIES) —Continued 





Other assets: 1955 
Pivesrments and other’ QGNOt8. coors ss ocean oe eee caccctae 864 
Property, plant and equipment, netsu .....--~.--- 25-6 sees 6, 463 
Total assets, teas current Wavinties.— os eee el 5, 566 
Less: 
Reserves and other Habilities..... weve Bee eles cbé- 102 
Peneten fund .....c.c0s«sconeSiieIOR0s. BeG owes ssceKeeiol 866 
Ta) Wat MU a ans ri scene A a SAE Sgt 4,598 
Net worth: 
CE BU 5 on oa on ite ein coc ne mecsesemnpree cane a ed a ES 2, 218 
i I I UN io cncresteeceh ptetetncnstercneneercnecizn ew BI needed (2, 178) 
: Canitel miroius |. nomen eta Ble as et eet SO 
Earned surplus__-_ ik rox es siisasins Gasket Wy oxas-ei'aasoion oa beac aR Oe oa . 4,423 
AE, 5 TN — PIR we eset ccrenstescsseevereten ts eoeicrnc a osaan creep lo ade REN SR i 4, 598 
Ratios: 
Working fund assets to working fund liabilities__._______________~_ 0.9 
Long-term debt to net worth (percent) __~..._.._-.-._________- =. 18.8 
Net profit to average net worth (percent) ..._--.-___-_______- i 
Cash dividend/net profit of current year (percent). -.__-____~- 28. 8 


Esso France (consolidated) (Standard Oil Co. (New Jersey) ownership 63.2 
percent (through UPS Co.) 


} (Petroleum products—refining, marine, marketing, producing) 
[Local currency expressed in millions of United States dollars at exchange rate of 
franes 350 equals $1] 
Source of working funds: 
: Net BRORE. a ccecnaset Slice J wade RIO S32 JSEEU AL Lue en 13.8 
; Depreciation and other plant reductions____.___._.__-_________- 9.9 
: Proceeds from disposition of investments__________ ates ea cs 1.4 
: ORS INGS EON iN nn ivan picaalee sates = 4.4 
a US Ne ee cc cmae aon, ‘ 
New borrowing: 
Refinery expansion«<. oo2.655225.02 our pass tS ET PF 
NOI <a sot ot hi cca uae ee eee. 4.3 
EeEneenee COUNT nn eee ee ess Seton sans 
Co fis hierniana cs Rs ee tame plone atte. t 2H 
Additional borrowing required____________ Siem . : 
(eer TES RRRetIOns-—- Net = st 1. 4 
Total working funds available__-._.._~___ Z0o * $5.2 
‘ Disposition of working funds: 
Mividends-paid...n<ecanisll2teliit Eee. S Au bJ23-ROE LL 3.9 
- Additions to property, plant, and equipment: 
NN a ps 5 tr ree ne ‘ 7.0 
Pipeline E SP) et 
Refining sakaias = SER? ea ase ies ae : 3. & 
Marine_____ cas = as 4.7 
Marketing “ 1S 
OR baits ates bette S 3b cee ee ot i ‘ 3 
ee a ae eae = sede cere : 20.3 
New investments el ae Neca ees eS ts ~ » iy 
Retirement of long-term debt______- pws eat aoelse SS ke 2. > 
a Total working funds required_____ Poe ie E 28. 7 


Increase (decrease) in working funds__ ie ste 6.5 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies )—Continued 




















Balance of working funds at year end: 1955 
Assets : 
Cash and marketable securities_____..______-_________________- 9.3 
Notes and accounts receivable and other_________ a sei car 31.4 
Inventories : 
Crude, petroleum products and other merchandise_________- 27.2 
eR NINE SONIOUONI 0 e222 eo da ee el. 2 
Intercompany accounts receivable___.____........_-_________-_- 2.6 
Sn oe WU ey) 77.8 
Liabilities : 
ene cor tacos (05... ......... viaaasitacpapeienthiee: Se tee: 4.4 
i ppinniconee Adeeb idk, ale db biinseabadbl 19.3 
ee i en eeerteesioemeneninbhchep beens wbihiab nis 2.3 
Drafts discounted : 
I tla aR eo jolie botaaniancnioied ~- ae 
Ic sesentnlabstiblnd bbtadiusicnlibcbads ae 
a i eecsesisesneianennnanenaion 21.7 
intercompany accounts payable.___.._._...........................: 1.5 
en re CO TR ss os so hd i ens 59. 0 
Net working funds at year end_____--_____-__-__-__--_--___- 18.8 


Other assets: 

















OR I EO ONINB 5 hicks os csthtleineesnes~nnnea 15. 4 
a ee 98. 5 
Total assets, less current liabilities__...._....__..__.__--~- pier h 132. 7 

Less: 
eee I I i oo saline nitemwewemein 16. 8 
I sessile midst abenen 9.7 
Minority interest (capital, stock and surplus) —-----------__-- wot Be 
NE OG WINS 8 ns cantiewennt iets ae Es atic Sante oiaaiias 104.5 

Net worth: 
dicta ce nindsihicalesbapethiasmiebens tonviaruniestoes ine iciclip less mic alabama tic 31.9 
ne OOD, DEC ie encore ctiticbltiidsestinemene~— 38. 4 
a nt bene aeereess-bonienl—— 34. 2 
I ante ean d ane wersbenard abate ane 104.5 
Ratios: 

Working fund assets-working fund liabilities_._.._._.._.__._._.._--__-__ 1. 32 
Long-term debt to net worth, (percent)_.......-._-------------_~- 9.3 
Net profit to average net worth (percent) ~.._._-_____--_-_--_------ 14.5 
Cash dividend-net profit of current year (percent) _._----_-------~--- 28. 0 
Cash dividend-net profit of prior year (percent) __..__-----_-----_.- «+48. 7 
Notes and accounts receivable to gross income (percent) ~...------_-- 7.8 


Standard-Kuhlmann (Standard Oil Co. (New Jersey) ownership 31.6 percent, 
indirect) 


(Petroleum products—refining ) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
francs 350 equals $1] 


Source of working funds: 


ttn hdc ennnnEebmnenanswenwDL Godson 134 
Depreciation and other plant reductions____._...__.-_-._----------- 70 
a aenitehicndiicnnialee evinianh ited iinies Gib os Rasa 13 





a a ee eniigrecs makina cama 217 








te RN = 





EE ——e ee 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPpaNniEs )}—Continued 


Disposition of working funds: 1953 
PG i ii a ee 
Additions to property, plant, and equipment: refining__._._.__.________ 40 
New (2 Vestmente..nnnccccnsndin ceed dbe ne ebakobbereee Leo 3 


Reduction of the company’s capital stock 





Total working funds required 








Increase/ (decrease) in working funds___________________-_____-- 174 








Balance of working funds at year end: 
Assets: 
Cash and marketable securities.__.._................_....____- 2 
Notes and accounts receivable and other______.._______-__-___ 1 
Account received from Heso France.......................... 108 
48 


Inventories: Materials and supplies 
































eter wore fund -agete. «6260 a ae 179 
Liabilities : 
SI i CN I i cation wang lininjamecalinestnn-d acelin 
DRRCCLER TOUR CHETOINS FENN NO inte tericemtenen meen tnwsensnite® 75 
GD I I I in ent imtagneptipntenae 75 
Da CRO Ce Oe ON NN ili actin eereeicitmmmeinetes 104 
Other assets: 
I est aden 13 
PROMSEEE. Dimes. AT GUUINIRONE, NOt. nk teem meme 441 
TD I ao . ecsticiciieaeriminitimums tt SiROS 08 a) see eee 558 
Net worth: 
a crteacrerneatcinineeaniaremninmia ak bucket ilies pa. 681 
I OI ao caressa cienanlianchcocncenenetiiasenassAbaddat bibs Scankebdie etka Bs (123) 
Ee a ee a EN en a eee 55& 
Ratios: 
Working fund assets to working fund liability.._..___._..___________ 2.4 
Net profit to average net worth (percent) _--_---_____-________---_ 27.3 


Esso Germany (includes Esso Tankschiff) Standard Oil Co, (New Jersey) 
ownership 100 percent 


(Petroleum-products—Refining, marketing, marine) 


[Local currency expressed in millions of United States dollars at exchange rate of 
deutschemarks 4.2 equals $1] 


Source of working funds: 


a aioe i eeu onrabirnknaaeee 1.6 
Depreciation and other plant reductions : 
ae Rie a a Tt er ee 8.7 
I enh ec Ee OF aa" 49 
Je en a eee ees 3.0 
Proceeds from sale of investments... 3. e eae 62a 
a a le eA Siar a ee .4 
New borrowing: 
Nn are am ene 1 ee oe pee te a 2 a Ao ee ee 
a a aaa atl alanine gS 4.5 
Ce ii a iS Siac ciel sy cec initiate <cmmebiden (3.1) 
ne ey SOIR VU ok eerie Grereemnenasioteesants 21.2 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANTIEs)—Continued 











Disposition of working funds: 1955 
Pe ND — OR errata rere receceremrernrermnnereemenmmmebaioein ceed 1.3 
Additions to property, plant and equipment : _ 

Nee eee nen a tainty hh eshete aren winner ds 11.5 

I iceeanni SE OEE Rr aia 9.1 

Neen ee nee cee eet eh-aacenundabalt 6. 2 

sd ETE RS Sa eee eres ge Toes ee aces sonst 

cat is Ta iviaedianeherdbaba 26. 8 
New investments: 

Neen ca deus sais ahead tniesmnimeoaci ential 8 

a ce channel ere 6 

I i ecetanie ene pum yepsaneniine: 1.0 

De en sda eek cme nnaweion 30. 5 

Denne (Gecresee} In Worsree fonds... _. tn (9.3) 

Balance of working funds at year’s end: ie 7s 
Assets: 

aces a lara ea 2.5 
Notes and accounts receivable and other__._____________________ 40. 7 
Inventories : 
Crude, petroleum products and other merchandise__________ 36.5 
OSE EE aS ee 1.9 
Intercompany accounts receivable___._....._..._______________ 0.9 
en a ec neo ee cece Ge 
Liabilities : 
I ee Es Td a 
Bones ae mens payee... 11.2 
Long-term debt due in 1 year________-___________ Sa a 1.0 
I nisin rammed Lcd 23. 0 
I elt eae DD sae B83 
Intercompany accounts payable___._..........____________ ovine, Cw 
I a CI NON a deacon sheeerenemunneciee 69.1 
eee nee ne QD ONO OU. oe a ee ce oe 13. 4 
Other assets : 
Investments and other assets__.______--.--_-_-__ Sa aha 9.4 
Property, plant and equipment, net___.__...._____________- pps sis 63. 6 
een eee bons current epimues.. ot... 86. 4 
Less: 
Reserve and other liabilities..._.c........._._._._ -- 5 iia hae 26. 2 
SUTIN © I et ee SS 15. 4 


I a a a EN nee inaibe’ 44.8 


Net worth: 
I cl atlas in Solace oom iavasalemiaseuedsthiains 34. 0 
Capital surplus 7 
Appropriation surplus—adjustment of d 





m—— opening balance 


Tia te me 
Earned surpius..........__. ST ae eee eRe _ 6. 4 
Total net worth______- a eg a cilales a nieumemianc ees 44.8 
Ratios: ee 
Working fund assets to working fund liabilities_......_._____- Lg. S 
nome-cerm Gent to net worth (percent)__.§£.................__...... 34. 4 
Net profit to average net worth (do) _....---______________________ 3.7 
Cash dividends/net profit of current year (do) _-_-----_-__-_________- 82.1 


4s A SSA SO tt A a RS 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIEs)—Continued 
Gewerkschaft Brigitta (Standard Oil Co. (New Jersey) ownership 50 percent) 
(Petroleum products—producing) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
deutschemarks 4.2 equal $1] 


Source of working funds: 1955 
FE IE a icnsshesmmnpnapinmietnpintttnalt dda aad all cs loe on ETS 1, 045 
Depreciation and other plant reductions__-___---_-_---.-----~--~-- 2, 754 
eee BRIE ODE £0. DORR RUIE crete eee hind See SS 452 
ier. trametctions, .Ue6o060 02 ea a ee Se 406 

I A I ie soci hake elnino igigiiena nena 4, 657 

Disposition of working funds: 

TI TN ete cece pore cpr ween mitten ncaa ehh abn pieinialiciigh 638 
Additions to property, plant and equipment: producing__._._.____--___- 1, 886 
Total working funds requiieGsn isos ni ie 2, 524 
Increase (decrease) in working funds______-_---_---_---__----_-- 2, 133 

Balance of working funds at year end: 

Assets : 
Gash and -merinstaile secaurttie@.n = 60 ee ees 653 
Notes and accounts receivable: From Esso A.G____-----~- is 809 
a aa tome 810 
ee al ciel as ec mph agech epegemietnne ta eoeeaaeainiacebveiabese ies 778 


Inventories: 
Crude, petroleum, petroleum products and other mer- 


NN ic sc am erin scence ai bear eens Sh oil doc Shine kick dwar 83 
I IG IG sia ncerrgnsieeetnintienit peat biting ein arene nenen poled 956 
Toetei working fend essew.. 20 iii ek a co. 4, 089 
Liabilities : 

ONS Bek LROUOe [Bikini eetqeinbtibind ii tbh linden amin 355 
EO CUmPOIG FIG ser a i i ie eb ijntalinn 771 
Ta a NS I i icc isn nc erg to once yan imgc niacin 17 
Totel working tune LiaRies... <r rime ueiints 1, 143 
Net sropkine TONGS OC TORT Re icine tic ene ensrnenenn 2, 946 

Other assets: 
Srimectenaies STi OCC? Pig ae ike eerie ethene ceieicinmnns 118 
Property, plant,..and caninment, Net... nissan acannnndns 6, 571 
"TOtR? QOOUEE. IGUE CUIEORE TROL ION. 60. ctetiinaoniiedmndenecen 9, 635 
LORS 3 POMOT VOM. CU OLMOR BI UN oe aii sh sak ets tens einige es 1, 650 
BO OI CII aoa nieces bedi ~tichlgeaiaredas Apap eabniistptaiiieon 110 


Total net assets 


Net worth: 
I Nt creat ias ib bs sean ov rales catabeanios dantan bowinreanpcinna cial maainl 6, 831 
Earned surplus 


cece ec itis snipes ses A AD a Mibeabitn Sekh Ie ws ame es 1, 044 
TN I ala Ei aes ens igen oa nines oan 7, 875 
Ratios: 
Working fund assets to working fund liabilities__._._..._.__.___- 3. 6 
Long-term debt to net worth.--.----__----.-._____ percent___-_ 1.4 
Net-profit to average net worth__.____.______________ (de)... IB¢ 
Cash dividends to net profits of current year__.___-. Ae anwas Old 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPaANIEs )—Continued 


Esso Italy (Standard Oil Co. (New Jersey) Ownership 100 Percent) 


(Petroleum products—Marketing, refining) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
625 lire equals $1] 


Source of working funds: 1955 
Nee en eas wee esehiotoc amv cece ricotta 142 
Depreciation and other plant reductions___._______________ ise ss Sarees 
Long-term borrowing—Power former unit____-____--_--__--_--_---___ ~____ 
Reserve for annuities and service indemnity_...._____-____-____-__ 1, 235 
Iran, Ur IY OO tet ad ceseasilelcie 251 
Accrual for additional tax assessments 1950—-54_.._....___ (686) 
en emawion we (1, 038 ) 

Nn a ete acadsnsedreneieneiiabasonereneinecnies 1, 686 


Disposition of working funds: 
Sone OMI Late Se Die jlo sa a UL 
Additions to property; plant and equipment: 





Te ii sm ceguensiiniingl 117 
NOI enshinintnnnttitienenstccnniengs iAbehiG Std teil AAR Rll de wk dbasihah hashish SS 3, 674 
ae Ia eaten ve ectachatcasseetaicicai nena thdbes ccbesditereedlymnenibaiiesanes tiem 3, 791 
I a UR TO cater ereneenesennepehe 310 
I UT CN gras cn a emalnemennp dnetecergieech te 1, 613 
I al serene depeabeiaintoesake 389 
re naw weempppenciones 6, 102 
Increase/ (decrease) in working funds_._.__...___--_--__- ...- (4,416) 
Balance of working funds at year end: 
Assets: 
ee nee MUPNIRINOS nn ere ene 5, 662 
Notes and accounts receivable and other___..-.-.--_---------- 33, 545 
Inventories : 
Crude, petroleum products and other merchandise___ ~~ 11, 688 
DER STEAIE OIG. BIO nn nn ctecbritn deemibh-ad- esc S805 
Intercompany accounts receivable____.-.----.-------_--___. 3, 486 
I PIII ROTI i nissan cnerenebimemanerncasenes 55, 186 
Liabilities : ; 
ne) mre Smee TO et ek sree aaa se eke oe 1, 109 
Acceptances payable: Local suppliers.____________-_______-- 5, 650 
Discounted notes and overdrafte._._................ 2. sti 3, 107 
Long-term debt due within 1 year____________________ pete Nai 8 568 
Accounts payable: 
Ce el et ee ei ebb aeeoa 8, 587 
ne reel Eo 8 os oe oe 2, 541 
Other current eptiities. en a ead ae 8, 446 
Intercompany accounts payable___________..---_-_-____-__ 9, 802 
Total. werking fund Mabilities..__..._- noe ee 39, 810 
peet roses Tuite Mt year ene nw ene wanes sats OCU 
Other assets: 
Investments and other assets________ mbicegniulerprtanesol tattle aN, 7, O94 
Peery, seer Gee Gumspenent, MOC ee 17, 784 
Total assets, less current liabilities_._._.__._.._._._._._._._._____ Soe 40, 344 
Less : 
Beserves mind otter hee isi is et ei ec cc 11, 175 
I 5d ods hbo dw bib hod Bill 7, 638 


ee es tee 21,53 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE. OF OPERATIONS. OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPaNIEs)—Continued 


Net worth: 1955 
eI a0) is? oe .. dahiet _.ssine pantie eam etter obecatiae 15, 376 
Capital surplus including revaluation reserve__......--.--.----~- 5, 386 
ND, NII sf hind sas cco cs castes ee pra ance ee hsieagrcaeeeatik caisas so vaiinn sacacineedaan 769 

fe RRS REST Yea ee ea ee NETS 21, 531 
Ratios: 
Working fund assets to working fund liabilities_._._........__..._._.___ 1.4 
Ca Get: SO Tk: TI cctsiesiinerc asinine bended percent... 35.5 
Pe ONT I TOD TORE, TEE a ae ccc ieee es, e® 
Cash division to net profit of current year........................81t ZZ 
Notes and accounts receivable to gross income______._____ percent__ 12.0 


Stanic Standard Oil Co. (New Jersey) ownership 50 percent 


(Petroleum products—Refining) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
625 lire equals $1] 


Source of working funds: 


OL WOON eee ceee e e  e 1, 958 
Depreciation and other plant reductions________-__-______________ 2,378 
Net additions to reserves for service indemnity__.__.______________ 163 
New capital stock, Jersey and ANICO__---___----_---__.---____._- 13 
we RR Rk a SD 88 
RD I an a a rs i A ii crete ennes 458 
I We rt acinar rs piperss ep ecig acsearle 5, 058 
Disposition of working funds: 
I Pl cceete stee na ne eee ee aern ea RL ES 1, 792 
Additions to property, plant, and senynens:: Refining... Jui. 7, 821 
Retirement of long-term debt .W-- 10 2d oa ses ss 1, 067 
Total working fonds required... sd i eecains 10, 680 
Increase/ (decrease) in working funds__________-_-_-__--___-____ (5, 622) 
Balance of working funds at year end: 
Assets: 
Cash and: marketable secksities..... nnn sn ncn nn ne ecewsconeynesty 1, 627 
Notes and accounts receivable: 
I RIN se ee Steere eed ecient ners ee ereremensien aetna 8, 583 
SINE a5 cats caiccascns ial picasa cocaine ada dete hekesiemia eae 4, 095 
Inventories : 
Crude and petroleum products_...-..-.--..-.--_------ _. 10, 587 
I UII | I crea hte init calaieieiaiemebnginiiasiion ; 
Total working fund) ausets.. + iconsins<cinsed antics 28, 097 
Liabilities : 
Heeseve for income ‘tax. iss tosis welsh messes eee S46 
Lons-term debt due in] VeaRiidssissns—sdcecnine-vacenwene 1, 067 
en INI CO INN ies sec canteens oneness 14, 675 
Credit: from -Meto cmportis...0. 202224 liu anus. 9, 645 
SI CORN eteiineigsh earn eusaniaciiiesicbinemeiaen 3, 701 
TWhtel workiie fund fatiitiG. 29, 934 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies )—Continued 





Other assets : 1955 
Sanur ennrnnnIUnnOIns SUNITA I 1, 807 
Property, plant, and equipment, net___.._._____---__---____--____ 36, 899 

ns SeNeee, Sees COrrent Gemeseee.....<..-... 2. ne ee 36, 869 
Reserves i minutiae 1, 877 
IN nse enigemenints 8, 211 

eee NNR ee i een es Sok ae 26, 78 

Net worth: < ey 
eid at od ee et er cet 22, 400 
Capital for which stock is not yet issued______..-__--.-..______._ 400 
nme: enn cite ed ees he le ce 3, 981 

eee eet, Wremin. 1 BOLE os ras, Pee) ewe 26, 781 

Ratios: 
Working fund assets to working fund liabilities__._....._._..._..._._-- 0.9 
Long-term debt to net worth (percent)--._-_____---__--__--_--_--_ 30. 7 
Net profit to average net worth (percent) --__-____.__-_-___________- 4.3 
Cash dividends to net profits of current year (percent) _.--_--__-_ 91.5 


“La Columbia” Italy (Standard Oil Co. (New Jersey) ownership 100 percent, 
direct and indirect) 


(Petroleum products—Marine) 


{Local currency evpressed in thousands of United States dollars at exchange rate of 
625 lire equals $1] 


Source of working funds : 











I I sac MSS 8 State De ial esitciakis ajerlabdoashishninnes 12 
Depreciation and other plant reductions__.___.__.--.--------~-~- 600 
esta ctcarcimsvamcannioncsonan aueennnaaubionees ee 
eeeer. en. SO hs lh et shed (65) 
ens A PO Ny ON UE No cinerea resp ced eehctenteete eens piponynserepnen 547 
Disposition of working funds: ee: 
I tects een cemmae aoe = 
Additions to property, plant, equipment : 
Marine: 
Ne ne emracetenterien oe eee 2, 221 
Less Government Sub. Esso Venezia__._....-_---__--_-- (419) 
Ce ee etn co oe Soke een 220 
Total working funds required__._-._..----_-__----------___- o 2, O22 
Increase (decrease) in working fund__.---_-.--_------_---___ (1, 475) 
Balance of working funds year end: ——— 
Assets: 
Cash and marketable securities........................-... 30 
Notes, accounts receivable, other____....-_.___._---_--_--_-- 416 
Intercompany accounts receivable___.._____.___----___--_____ 85 
mete) working Ted Beets... ndscesie ees oead ide 531 
Liabilities : rad 
I ici maenaannnee es 133 
I sconces einen anianaeanoesneemenenahiersn owen 251 
I einai 45 
Intercompany accounts payable._..........-......--.-..__ 48 
ee nee IO 885 
———<<——— 


Net working funds year end 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIEs)—Continued 


Other: assets : 1955 
II IG GREP SEI 5 nccinincis wctipimatententanmiatin tihedeibtamiamenmaiae 377 
ET, TONMINE, .. COIDGE MURR EAI. TIN co csermreemevmneeses-ssnaesevaeaneumen 7, 395 
ONL. GROAGE. LOGS  CUSTORE Ti  reniceniio snes anaes rae, 7, 418 
SRS Te. CE, CER, Ci teterttremenrente ratte nnteooe 240 
I ie a sinclar ities eaiihetniincaaslaen icin daiiiie 7,178 
—= 
Net worth: 
I a 1, 800 
a Or Insc ac aedsteresgnese esemetocee oman amet conmonae ena aanbaiaee 3, 139 
IE PUNE eens cce Ain. nhrtcrccorcaeesacsccrcccna craton tae co asanemrpencasiocanenanat once cgictenocanndiactmetene 2, 239 
Sn? I” PIs rn I citaeentasae 7,178 
Ratios : 
Working fund assets to working fund liabilities_._._.c.c._......___ 0. 60 
Net profits to average net worth (percent) -—...._-._-__-__________ 0.2 


Cash dividends to net profits of current year 


Esso Malta (Standard Oil Co. (New Jersey) ownership 100 percent) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
£ equals $2.80] 


(Petroleum products—Marketing) 


Source of working funds: 




















ali tec ana epeteelinmime minis 81 
Depreciation and other plant reductions__.....-.--_.--______.____ 17 
Cnn Se an nn en ceniogieneptnninian 3 
Ter IOUT OUI SII gi tara patria tte 101 
Disposition of working funds: 
I ll 20 
Additions to property, plant and equipment ___.___----__----~--- 148 
FR: CIITA TATE I i aici tacennin ennccmretins ont nies ietwins 168 
Increase/ (decrease) in working funds__...-_-.--___-___--_---- (67) 
Balance of working funds at year end: 
Assets: 
a ORR TE ia seni eneecctinnb anaes ccvnecks 
Notes and accounts receivable and other__----_-_---_------.-.-- 95 
Inventories : 
Crude, petroleum products and other merchandise_____-__~_ 151 
RIOT RE SIS oo niinnicivitinendnnciatn nits newbie iow ne 3 
Intercompany accounts receivable__......._----_-__---------- 14 
Gs ween DA SRG... onupuntmuanmenwanwnnataio< 263 
Liabilities : 
een I ORIN I scm epeuinapsabams aceon amantinadianiies 6 
Pe ROOG . cntetine tills cue i ees) cheese Lem 134 
I clan baseman ergiieereahe 33 


Intercompany accounts payable 





ORL WERT SURE TRITON is sie ticinccincimaswinnccumenat 173 








See ee: TUG AE FON CI rie et ccc restnceneke 90 
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STATEMENT OF PROFIT AND Loss, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPpaNIes )—Continued 

















Other assets: 1955 
Sn III, OUI” = eesnatas patsliotapserciee anecarepiocioe se 2 
Preseeay, Seeet Ged ‘wruipaieet, eet... se ce 353 

oes GERGUE, SORE “CUTER Titec eeewenaese-- eS 445 
rr ee Tee ee NE nnn eewecenenernme 42 
SE I PO ig cc cen sep citer aon cocoa cadostmdbncnnn ss couwewin aioe eww 403 

Net. worth: 

a ccs acca eaemas agora tae ear eecemmeneeramnions 280 
a ed tieeenesoeeimapnernipeeeeenanipcseiaaneeeas 123 
i a cliaa aiee 403 
Ratios: 
Working fund assets to working fund liabilities_.__t_._cc..._...._.__- 1.5 
Net profit to average net worth (percent) —----....--------..__--- 21.8 
Cash dividends to net profits of current year (percent) _..__..-~- 24.1 
Notes and accounts receivable to gross income (percent) .--.-_~_ 8.0 


Esso Netherlands (Standard Oil Co. (New Jersey) ownership 99.6 percent) 
(Petroleum products-——Marketing, marine) 


[Local currency expressed in millions of United States dollars at exchange rate of 
F13.8 equals $1] 


Source of working funds: 
Nene enn nn en ate 2,0 
Depreciation and other plant reductions______________-_____________ 1.4 
Proceeds from sale of Pernis Terminal 
New capital obtained : 
a arate arncbbo ce watelnetees mania 


litte tiie ew ieee ntacninsnetatieesteh rinse ra aes baa te nie abo cease eades 
I FO ee et io 
Proceeds from disposition of investment__...-..._._--..-___-______ .4 


I  cistarsiinelancniionen se aca ceed carta abaicee snd t ee 





I ES EN SS Ee eee 4.9 





Disposition of working funds: 








ER I cicictcieniineectstieninmnkingis decked dew £6 ea a .9 
Additions to property, plant, and equipment : 
I retrace wrete hbo bewaonseels uLielicee 1.9 
NO ae rerceh rience a i Sd ee 2.4 
cine SADA Cadena) cmrepeeee 
OGRE s See hcttisnitcceddidennweene UU. ile 4.3 
New investment : 
i ren sinensis arinsvemeaniioibhin 2 
AD iisiithdthibatinntddietbadnemebe nee CUS. itl Leta 3 
Zoen) working funds required ._.......................- wld 5.7 








Increase (decrease) in working funds________-.__--_-_-_ (. 8) 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EuRorpEAN AFFILIATES FOR THE YEAR 1955 (24 CoMpanigs)—Continued 


Balance of working funds at year end: 


Assets: 1955 
Cash and marketable wncuritiogis.sk cs ccedeweesinen-donwen<= ‘ 5 
Notes and accounts receivable and other___..___-_-_------------ 4.5 


Inventories: 


Crude, petroleum products and other merchandise_...------ 6.7 

EIN > CRUE NIN ss cc tacrtg occas annem rican eepeientpieinintnThibaaee 
Intercompany. accounts receivable_.......--.------------------ 3 
Total working fund assets_...__-....--_-_ piaadaianmpaaainaae iannianten: aa 


Liabilities : 
a ET a i i ke it a si. 
a an cain on ax echt AAA econ 
Payabic-to- BPM. - (NAM crude) 22.66.24. Soe eh io nne 2.8 
Other current is bitieGencnssen ew Ue 3. 0 
Intercompany accounts payable 9 
6.8 


ee we we oe ee ewe 


Total working fund-lHabilittes. 2 2 ee ee 


Net working funds at year end 


‘teeth 3 a oleteiss ante dalhnsicin 6.2 
Other assets: 
Investments and other assets__--_---__--~-- ss disin w notes ceca Silence mee 
Property, plant and equipment, net_.-.-~_- ths Ieee ~eheaiganeen 12.3 
Ores BAObts. TOs CUPTORT. TAROITIOIOR Se 6 oo oa enh cccemenen 20. 2 
Less: Reserves and other liabilities__._..........-.--_____-.-._ 1.8 
Long-term debt : 
pee mee CNN os etnies acainigtemnaite 2.0 
I eo 
ER EN IIS sials cle ee eee 16, 4 
Net worth: a 
en a reer ee pee ane Yani satan tel 5.1 
pen eee - 8 os 2s uciinssasan oaictramaor act ook te alia etagane eemananas es 11.3 
I a on eae Jacek 16.4 
Ratios: cane, 
Working fund ussets to working fund liabilities___._____ ic SiS eats ets 1.9 
Long-term debt to net worth (percent) _........__-.-_________ 12.0 
Net profits to average net worth (percent) _-_____________ re 12.6 
Cash dividends to net profits of current year (percent) ..-_____ -____- 43.7 


N. A. M. (Standard Oil Co. (New Jersey) ownership 50 percent) 


(Petroleum products—prodnuecing) 


{Local currency evpressed in thousands of United States dollars at exchange rate of 
F13.8 equals $1] 
Source of working funds: 


Net profit 


ee Naga a aid ac cae selec ico detect a css ns im Rceaiieaitia: eaiccemeinactin st ia te 
Depreciation and other plant reductions__.___._____-___-__-_-- 1, 967 
eee ee Se ee eee eee anaes 60 
Total Working TunGs OVAMOWI es ioc asc Soles eticonnnieaicsn—mie sacuestt TOL Ut 
Disposition of working funds: 
I i can Lee hale hie ree hi Bk, 5 1,30F 
RAN TIE PRCEOTY, DONT VC io iri iets Sticke ccencccenmn Soir seat 
Additions to property, plant and equipment: producing____________ 1, 174 
Total working fands reaquired...._.................... a ahah 


ian) eee 


Increase/ (decrease) in working funds_______________ oF sat) ee 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPpaNrIes)—Continued 





Balance of working funds at year end: 1955 
Assets: 
Cush and marketable securities 5, 602 
Notes and accounts receivable: 
UN a aa Nh ist hs op oc rs aslo sinmtetitnptiadtos amen reas ona 3, 500 
eee re Senta Sates ertg rk Se a mn gene 468 
Inventories : 
Crude, petroleum products, and other merchandise________ 175 
rr mit NS | ON teres aa 2, 032 
ene GR DOE QMO sri iicinciepeidciorin 11, 777 
Liabilities : 
ee OO is hens cent Bh nda bhai wts cient nen 3, 270 
IES VND. FEN ere an eepibliinilosuscetieaubessein~ 45 
CO OE, TING ith ant aistn anhetantnisnern ai etiabatitnicidn— 2, 883 
Total working Tand Welblitietis tick onncnccciiews ints ---~ 6, 198 
Net-working ftands at year e6@oo2 Uw 2b oc aL 5, 579 
Other assets: 
pepestmeente-end- other aavetel2 ino a ee 145 
Peau, Gene ae Geuroesen:, NOL oS... 7, 671 
Total assets, less current liabilities__._..._.____ Bootes Bee is 13, 395 
Less: reserves and other liabilities_._.........cc...........__ eS 
nanny nn hc accra rk rac ict et ee encom eren 12; 032 
Net worth: 
I ass scales meinen al il a aaa 7, 896 
I 3, 948 
alleles ia Stic hs ries erevescaripnana avcitinaiwchdais tonenes basta eoipthheeaeaienineuriat 188 
I ohne iieadlacnac eis bailing A einbicitencniteetnsianan Uonakieal ES 12, 032 
Ratios: 
Working fund assets to working fund liabilities_._......._.______ a 1.9 
Net profit to average net worth (percent)_-_-__---__-_____________ 61.9 
Cash dividends to net profits of current year (percent)____________ 96. 4 


Esso Norway (Standard Oil Co. (New Jersey) ownership 55.7 percent) 


(Petroleum products—refining, marketing) 


{Local currency expressed in thousands of United States dollars at exchange rate of 
NKr7.1 equals $1] 
Source of working funds: 


aac i tceei goes thas eegrianie peng nim aea annie orang enigtoencienpetimconup es 302 
Depreciation and other plant reductions______--_-___________-___- 680 
New borrowed capital : 
IN ks as Sa ee a eh tr as eon ce eee eeneerns 4, DAT 
DIihacae oto ca cee ease wac cad cocccacoe em oemnwe acces emmeee 
Additional borrowing from pension fund___---..-._-_-___-_______ 84 
Deposits to replace assets sold as security for loans_______________ (145) 
I ck usin wines apnoea wes pec (322) 
Total working funds available__---_-___-__~_- peta ee ree eee 5, 136 


ca AR En 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies )—Continued 


Disposition of working funds: 1955 
Dividends paid 





stg calgon ca a calctlnlinil 154 
Additions to property, plant and equipment: 
Rohnings oii. 2st Se) ee 2h hk at 60 
I gs cism stseegrancat nal pie ee ae seaiaieadeeie 956 
Ce ee eee eee ee eee ee ee ie 1, 016 
Peers we Serena ie Wr sree een rerpenaeseensann 1, 398 
Tete werkieg Tanta Pewee oe wn meinen censenncnnn 2, 568 
EInerease/ (decrease) in working funds___.--~-.-----_-__--.___- 2, 568 
Balance of working funds at year end: 
Assets: 
Gash and merketebie securiiiet—.....<nene<sne7e-cneeeser~une 1, 447 
Notes and accounts receivable and other____._______-_____--_-__ 4, 895 
Inventories: 
Crude, petroleum products and other merchandise_____--_- 6, 938 
Ir inl 466 
Intercompany accounts receivable_-._...-..--_---2_--_--.... 25 
er le eee a eeneceeeiae 13, 771 
Liabilities : 
nr TO SE Ok ce ee a ee 5 765 
Loans from shipowners and industry__.....__-_.___-__________ 7. 
en Ce “WY CCIE 2 ON  ooecce Sane 
a Si i meine 2, 782 
ee ns eines erersnenineaamaratsowardens ~ aeaee 
imtercomnanhs ..ccounis. cayenne... .................eeenne 1, 403 
Total working fund liabilities_.._._.......___ elit teatadie mide 8, 236 
SE rr IN nn nn weenie nies 5, 535 
(ther assets: 
TI nn ce checemeeetaiirenieeemrereincns 616 
POs, Taec BO EamenG, NGL. nn in teens 8, 913 
TUCHT 7 OROTE, . Nene Ca ej. on 10, 064 
Less : 
enn: COGN RII osc paesceveesian ci anenintaeortmukincliceeeicemeeel 72 
Long-term debt : 
a cbse iran Stee Tackle ta eek, dic radi rae ectecnetniianenien ieemeiianditeacmncimmiadinieniimctiiceattae 
RUE hasta hy at aioe ea 0 0k Soir tec cersa as atneab ehndeviatered wkedsmteriakandeuemcnetpabantl 5, 946 
ee Ne a eee ee eas Sh ea te cenncusmadinnendnne 4, 046 
Net_worth: 
Capital stock—_____ Said bi oe se Sag a hats na erin aval cig tain Racca i se whee 2, 561 
Earned surplus —_-~- aca tb tntg SS ss i sty i cc me acai iene ie 1, 485 
SN I sta Od ct ain tn i cc esti dh rch vetoes nares aah eerie iainpettih aie 4, 046 
Ratios: 
Working fund assets to working fund liabilities_._....._______ aad 1;47 
Long-term debt to net worth (percent) .._.______________________ 147 
Net profit to average net worth (percent) _.........._.-_________- 7 


4a 
Cash dividends to net profits of current year (percent) —._-—~ saminda 51 
Notes and accounts receivable to gross income (percent) —~-.--._--- 12.4 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 ComMpantes)—Continued 
ESSO Portugal (Standard Oil Co. (New Jersey) ownership 100 percent) 
(Petroleum Products—Marketing) 


[Local currency expressed in thousands of United States dollars at exchange rate of 
Esc29 equals $1] 



































Source of working funds: 1955 
et aclhcianosrenscmn weno hse icin serene iatindemanepioee 79 
Depreciation and other plant reductions______-___-_---__-----_____-___ 26 

ee 105 

Disposition of working funds: 
oc ccs alae ce ed enamide ciaeeiiiomantaeeianistnieaanen 10 
Additions to property, plant and equipment: Marketing____._________ 17 

nn Tn ceensiegretinnessmmepeeneuines 27 

Increase/ (decrease) in working funds__._____-_.--.-_____-__-___ 7& 

Balance of working funds at year end: 
Assets : 
eee eg ee 6 
Notes and accounts receivable and other______-____-______________ 313 
Inventories : 

Crude, petroleum products and other merchandise_________-_ 315 

a nceunbateinepnanent>cenmepregirm as 17 

Intercompany accounts receivable__..-._---___-_-___________.__- 6 

Nee eee nn aa ae iernineieteentenvinneebiontisee 657 

Liabilities : 

I cerinitnhslnion 7 

i nsec apralippndseinsiniiacintetsasiolocs 7 

Neen le meianiics 89 
Intercompany accounts payable to: 

aah enh cain eerreanmeaner 311 

aera on etic ciecaaegabeagebiaeenenags 49 

Total working fund liabilities._._...............--_. ian Se 

pet wornine Tents at Fear ONG...nenncee scene eenenns--< 134 


Other assets: 
sin a ilps eminia mendes 1 























erty, eae, Se I es a oe nee ~~~--- 186 
mech aeneins Gens Caorrent Tiaeiiities oe 321 
I i sk de ase dndncnin eileen dasa nnn eileen cial attain 321 

Net worth: 

a oe eens cao accuse ek caopionieemouinmseeirersineseerticinrmnidecaion 42 

tice eins meena niaebeemacainair melee 55 

oe ec ivtpivenmabioicseiaeaean auaeiens daemantienienaltacmenmsnie 223 
Nee ne iad eae a 321 

Ratios; 

Working fund assets to working fund liabilities__......_..._.__._______ 1.3 

Net profit to average net worth (percent) _._---_.___-_________-___ ~ wee 

Cash dividends to net profits of current year (percent) __-_-_-_-_____~ 22. 7 

Notes and accounts receivable to gross income (percent) _--_-_-__- 7. 3 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies )—Continued 


Esso Switzerland (Consolidated) (Standard Oil Co. (New Jersey) 
ownership 100 percent) 


(Petroleum Products—Marketing) 


{Local currency expressed in thousands of United States dollars at exchange rate of SW 
fr4.3 equals $1] 
Source of working funds: 


19E5 
UE CO sic cerned (228) 
Depreciation and other plant reductions________-_-..--...-..---~- 420 
Inventory. depletion. reserve... itech es Ll %2 
Changes. in annuity reserves... iisiik ol ee a (80) 
New. borrowed. capltmliscag.. 1000 das Se a ee ek 
Deferred charges: 
ene OR Ga ek SS cette (107) 
Goodwill from acquisitions of 7 agents___.______---_--------. ~----- 
nn I, TNE i  rerieiccineeiedneeee 195 
I Tn osetia 272 
Disposition of working funds: 
ea esttct Aba teeincericunnndsindesue ih) MEL ATO Ae 194 
Additions to property, plant and equipment: Marketing._.__..____ 280 
New investments, loans to dealers and others__.-..-..--_.-----_-- 85 
Retirement of long-term debt... Je isi a dl. 357 
: Dots working Camis wagte nnn reece 916 
: ae 
Increase/ (decrease) in working funds___.____-_.--_-__-___-_-___ (644) 
' Balance of working funds at year end: 
i Assets: 
! Curent aketaiis sacar ee tinerns 1, 375 
. Notes and accounts receivable and other___.___---_-_______-____ 5, 806 
i Inventories: 
| Crude, Petroleum products and other merchandise: 
) I ara tas ree 2, 199 
) ComeRNe GIR oce ce erer-ern™ertenr—tern 1, 634 
j mee NII ar a reticence 263 
: Intercompany accounts receivable___.___-___---__.-___~__.._ 9 
| a werin cevietesenaeee 11, 286 
Liabilities : 
| I Fie DI Sa iii issgencsihrscigiveleiaesininaaearinaiteiintiiitites ADM, 171 
Long-term debt due within 1 year____...________-___________ 357 
Sumplier drafts discounted... nccancnacsnenee lta 2) LE 4, 080 
Additional borrowing not covered by present credit line_._...... ~_____ 
| Bank loans to finance compulsory stocks___-..-...--.__------- 2, 503 
came oumrrmmt: tenner oe 1,311 
Intercompany accounts payable__.....____--____.___________ 1, 215 
( 
| Totel working fund lishilitiess i202. ui iosoeteub lose 9, 637 
Set: omies Gents of weer ties. Wo cook en 1, 649 
Other assets: 
Zavestments. and other ampete. 06 ocd el 814 
Property, plant and equipment, net___.__.___-____--__--_-_--- 2, 855 
Total assets less current liabilities_............._._.___..._____ 5,318 
Less: 
Reserves and other liabilities...........-.._.._._____________ 824 
I 1, 448 
: Minority interest (capital stock and surplus)___---_______-____ 1 


Total net assets 


90507—57—pt. 2 22 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
HUROPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies)—Continued 


Net worth: 1955 
SD HO citicricercereck dtd deed UME a once macnemmmnainane 1, 493 
I UD iniccisch hctealnanetin hbo dtesdieelshtnilinn wissen memento 978 
RRR Soe RL Dn 574 

Nn A I a cecaiscicninenvsthg th a SSE betccenianaisistas anit chen taeriinenaneststbininmnenees 3, 045 

Ratios: 

Working fund assets to working fund liabilities_...._._........_____ S29 
Long-term debt to net worth (percent) ---_--_-_____-_______ 47.5 


Net profit to average net worth (percent) ~----.--_----____-_- LL 
Cash dividends to net profit of current year (percent)_.........___ ______ 
Notes and accounts receivable to gross income (percent)_..________ 17.9 


Esso Sweden (Standard Oil Co. (New Jersey) Ownership 100 percent) 


(Petroleum products—Marine, marketing) 


{Local currency expressed in thousands of a States dollars at exchange rate of SKr5.2 
equals $1] 


Source of working funds: 
Net profit/(loss) before adjustment__..................._-._____ 199 
Extraordinary depreciation 
Inventory adjustment 

Tax saving on above 





er I i i on a ctw 199 
Depreciation. and. other plant reductions__....._.....___.______ 1, 047 


I hin 
Long-term borrowing: 
ES EE EE eS ee ee ee 
Stockholm depot 


ee A a creer a ores sparta carmnabinieinnemmeren’ = mite 
POCO re Ee OF Sree nn die teeetnann nae 214 
NTE eee en nnn ns cemancoureenm 171 
ee rr re nn sp eebtustaiknwso— ep 
Disposition of working funds: 
NN en nn een eh 338 
Adidtions to property, plant, and equipment: 
eu tied, 2, 614 
icin tt SIL ZO skal iain 
New investments: 
NN ee emunmemenndsisime ies. sellers | 288 
CPR earl Sih tees oul Bespvooion wuluuirusl lecuil bibAL 115 
Retirement of long-term debt..-----.-.------~---.-------. 8 
Total working funds required____.--_-....__--_--_-_________- 3, 363 
Increase/ (decrease) in working funds__...-.--..--.--.-___-- (1, 652 
Balance of working funds at year end: 
Assets: 
[ee ae Se memene SSCHTINIOS. oo ooo ecco aee 781 
Notes and accounts receivable and other ___._-__-_-_--__--_- 13, 133 
Inventories : 
Crude petroleum products and other merchandise__-_-_-~~- 12, 959 
Materials and anpplies..wcUlUe sl soesiuo A ese 63 


Total working fund assets_._......-__-__-.-_-____- ~~ 26, 936 





AA tn 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPaANIEs )—Continued 


Balance of working funds at year end—Continued 


Liabilities : 1955 
epee re Lom Ine ABs ns ainda iene aicbeterieere~ tee ntendtee (154) 
OR OG. es tecalebeeineecneeenereienncanedtnin 773 
Funds required not covered by present credit lines___..__..._ aa 
Supplier! Grafts :discounteths «1 sesh ods ccc ne 1, 002 
Leme-teren.. Gent. Gue. in.) FORR nc. tecsits citi ad cmeeecddao— =~ 8 
Geet Che ene 5 oo ld atin alsa reteniivinniona 9, 300 
al dea caree aden 4, 993 
Intercompany accounts payable_......-....-..-.-.----.s.--_ 6, 781 

Zotel. wotesne Toe Meee. oo. oo ono uc 22, 703 
Net- working. funds at year. end... 2s. .000i-.4...-- cn 4, 233 

Other assets : 
ay OS te ins cas icc cain acide cneenetiinesinaniaionie 1, 105 
Property, plant, and equipment, net__........--~.__..-.--.--_--- 6, 786 
Total assets, less current liabilities_._.............-.....__- ~~ 12, 124 

Less : 

Reserves .and. other-lHabilities Wi basin ttt ein enion 2,101 
Eene-tertt -ebtcscnccccwenensd Wadia ba. eee 2, 301 
Motel - net~ enbetOcca nen ne BOQlUUAliob seu aie. aegis 7,%2 
—————— 
Net worth: : 

Gonttel-steck— == 2220-202) Sheu ada esc enka 4, 830 

Is Sk cok iin ened anil adams dacanin ca aig ona anne iueoeeN 144 

grees GUTPIME. soso ccs encacaweceneddennsicsnad> onli... 2, 748 

es bt We eel sted scant <ebaeew drowns ig 7,722 
Ratios: 

Working fund assets to working fund liabilities__._._._._._._.__...__~- = 1.2 

Long-term debt to net worth (percent)—_-..--...--------.------- 29.8 

Net profit before adjustment/average net worth (percent) —-.~--~ 2.6 

Cash dividend/net profit of current year (percent) —-.--.-------- 169. 6 

Notes. and accounts receivable to gross ineome (percent) ----~~-~- 15. 0 


Esso Spain (Standard Oil Co. (New Jersey) ownership 100 percent) 


(Petroleum Products—Marketing) 


{Local currency expressed in thousands of United States dollars at exchange rate of P38.9 














equals $1] 
Source of working funds: 
ee a acide ete a RIA I scp si lain an ner ech sisi 105 
Depreciation and other plant reductions___-.....-----_---~~~---- é 
Esso Export, Ltd., loan covering foreign currency cost of Las Palmas 
IS to See See ude eels At LIER me 
ee “Treaations, . Net... dele (5) 
Total working funds available_-___-_..______- Venetians Atlin 134 
Disposition of working funds: 
ERVIGCROS * SBM. oer e BU ei, Bulge Lee 15 
Additions to property, plant and equipment: marketing___--__~-~- 18 
Payment ‘on Maso fixport, Btd:,’ loani liu. eset ek 33 
Total working funds required..<..22i0l222 22L li. cel Jo 66 








Increase/ (decrease) in working funds_____________- abscoaearus! 68 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EvuRoOPEAN AFFILIATES FOR THE YEAR 1955 (24 Companies )—Continued 


Balance of working funds at year-end: 41955 
Assets: 
Cash and marketable securities___........._---_i.--.----.--- 155 
Notes and accounts receivable and other__..._.._._-__-___-__ 325 
Inventories : 
Crude, petroleum products and other merchandise__..___- 406 
Materials and supplies 1 
Intercompany accounts receivable 17 






































Tetet- working fame: Resets oi oi es ait i nntioine 904 
Liabilities : 
a caceeenseenenencinannenen 105 
Gther-cumpemt-tabilitios di, ii ss tis stn knoe 89 
Intercompany accounts payable-._.._-----_-----------___--_- 319 
Total working fund liabilities__.........-..------..-..-.. 513 
Net working funds at year-end____..--...--...-.----__._. 391 
Other assets: 
fren nenees SEGRE EOP Deets si i ei ted bie dae mere —< 7 
Property, plant, and equipment, net... 45a n-nneane-s-- 639 
Totel-assets, less current Mabilities... 0440s nec-s nics. 1, 087 
Less: 
I oc cries enientineeltcereeteoeentey ens annaaiial 
Esso Export, Ltd., loan—Las Palmas terminal_____.___--___-___ 636 
EL Rie irracat acc erectenteiruenenein: hint Nicharsctiddiil pont atiatiain cath aaceee 401 
Net worth: 
ac alent alli atnalihieldcthcapineneple Naira en telna aia 14 
I ol eae enennandiianaeieb emmianernaiatin 387 
ae cet eaet heal emcees ialaaineahicctalentindcmmedt: mien 401 
Ratios: 
Working fund assets to working fund liability._._._...._...._...-__ 1.8 
Long-term debt to net worth (percent) .--......---_-_-_________ 158. 6 
Net profit to average net worth (percent)_.....--.____-._--_-_- 29.18 
Cash dividends to net profits of current year (percent)_.--__-..__ 14. 29 


Esso Turkey (Standard Oil Co. (New Jersey) ownership 100 percent) 


(Petroleum products—producing) 


{Thousands of dollars] 
Source of working funds: 


I tan cntttinieeiinaih amrniniaeptiinecmnct ote t ‘ 


sd (382) 
Depreciation and other plant reductions________-____--__--___ 5 
New capital obtained from Jersey: 

i es usnhandeniees dmeeomm 
a a ae ie sia tiseatilis isiliaaieindiiatt dala. ccismnisinitn 
I Ln ah esidcl aemanr mis (7) 
SR NN UNUM isc rcn si cence crchgrperpsicipin ein einer (384) 
Disposition of working funds: Additions to property, plant and equip- 
cae a 10 
nn I IE FORO ie lyst iscsete eclendcoeicinnwe tee or 10 


SN 


a SSN 





ce A ONG ea IR 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS. OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIES)—Continued 








Balance of working funds at year-end: 1955 
Assets : 
Yash and marketable securitiesu. suns... -........-...--.... 55 
Notes and accounts receivable and other_......_--------.---~- 6 
Inventories: Materials and supplies___....._...--_--..-...-..- 2 
Intercompany accounts receivable, Jersey_.........-.----_---- 350 
TBetel. working. fand. anseteallincinens <2 ise ns—euncennweene}- 413 
Liabilities : eae 
I Oo a ee bbc bec epmescmentmemionmmeccncinnianns tiaktsiidael 
AN i ss  aanlnitmenenis 22 
Intercomany accounts payable, Jersey___.__...-------------- —— 
Total working frm: Limit i issih nn ticschr-cicetienre 22 
Net working fundeat. your. endl... caisiiidaii antisense audacm 391 
Other assets : 
nnn < IN GUI nc saspudeeapneninnlna eieiianincencnasoan Sa 12 
Property, plant and equipment, net_......._-..------_---_-..---_- _ ie 
Ce ne ee enn cn ctectirmasesewenn 426 
1466 ees Ot, 2... ee tO. meee 
Fa a a a 426 
Net worth: Ts 
Capital stock__._.___- ica ed ae i cade aie eee a ee oe 1, 000 
a Tu nnn eR SUT > eee eee (574) 
Ne ee eee eee anmee eA a Ee {60s «486 
Ratios: working fund assets to working fund liabilities oe PE 18.8 


Esso United Kingdom (Consolidated) Standard Oil Co. (New Jersey) ownership 
100 percent 


(Petroleum products—producing, refining, marine, marketing) 
{Local currency expressed in milliens of ae dollars at exchange rate of £ equals 


Source of working funds: 





I tare asics aa tainchdanes nsansssidibleninanienancainnaninttincmiont ein h Rhea til 17.2 
Depreciation and other plant reductions___.-._.-_-_--__--_------- 10.0 
BUT UNIIIIEIE SINCIIINII C RO oc cbgeidcs cse  mains dnth nite cab anicrenemenietins wid 
New borrowed capital, debentures__........--.-._-------_-------- te 
OE IONS CRO B i cetera LU ah a oh es chaok (1. 6) 
Other Gransnctions, tet. 2.6 ei a i (. 8) 
Ce PIII UE I tren emcrtenmereees 24.8 
Disposition of working funds: 

I ae a an ta de detain inten aaeneln 4.8 
Additions to property, plant and equipment: eae 
a a = ae ambinmasiaes 13.2 

Tee tele eset weanling as ctarmina eee alaaieomeean 7.8 

Marine: 

NN a 5 2 sind spanner iia tine nie Shilpa yoni ene 8.5 
Lake tankers from Creole a -- 

Tete ious ey ies 0 a ee a el se ey 29.5 


New investments: 
Bire refinery 


I IN chee tiaierioacieials Raeecsentniinominiteevninidipitccsadeesntaianttntesnggthdeolecnstnc Abad 7 
I Oise site secrete trncrneemntarinnen aOR ARIE 1 tial 2.9 
pe ee aS cee 37.9 


Increase’ (decrease) in working funds_____-_____-__________ (13.1) 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EvuRoOPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPpantes )—Continued 














Batanee of working funds at year-end: 1955 
Assets : 
Cash and marketable securities_._._.__.__._._.------------------ i4 
Notes and accounts receivable and other___-_--__-__-_--.------~- 63. 2 
Inventories: 
Crude, petroleum products and other merchandise___.__~~-~- 63. 4 
I a nc cael mceminnineneanet 8.5 
Intercompany accounts receivable___.____-_____-___------------- 3.3 
ES ee ee 140.1 
Liabilities : 
edie oeceneasece oie oie ennart tons 29.3 
aor -airatte-aiecounted.. i an... 22.0 
I een cinsnenieeeiscanensiansnian ieebalhaapepenaneren 15.1 
Gener Cunrent- Tavis... 8 a ns ele das.-- 29.1 
Intercompany. accounts: payable _____._.______-_________--- +. 7.7 
Total working fund liabilities__...___._.___._-_-__-__--------- 108. 2 
Pe Speen aes IG WORT ORO 8 cn ener 36.9 
Other assets: 
eee SUNN WRUNG GRIN OI a oo ere  EL 17. 4 
eee ees Gee Genie, MOC... ee 145. 0 
Toon Sonate, tens Carvent Tiapilities.._........ 199.3 
Less: 
I tee niemeemeincin 213 
STII I ah i rt Ticseerebaheeeeminepedenereeeeneey csiipasaidteliameaiadtienne ate 28. 0 
Minority interest (capital stock and surplus)_--_---____-----_- 1.6 
I a ch i anion inion bento aia saet 148. 4 
Net worth : 
ait seetaalrehasccrcomiaiaaieees tenes eonecasen um einen once cnc 84.1 
Un Sih ashi Si creates is cc pimcdecerneenmeene appearence 3.0 
a ais de sid ons tasenic 61.3 
I a  sceuintisttinineiareepen mien nihil a. 148. 4 
Ratios: 
Working fund assets to working fund liabilities...........__.._.____ 1.4 
Long-term debt to net worth (percent)_--_--.--.-____--_-_______ 18.9 
Net profit to average net worth (percent)_________-__ 12.1 
Cash dividends to net profit of current year (percent) .......______ 27.9 


Esso Transportation Co., Ltd. (Standard Oil Co. (New Jersey) Ownership 100 
percent) 


(Petroleum products—Marine) 


[Local currency expressed in thousands of nites States dollars at exchange rate of £2.80 
equals 
Source of working funds: 


Net profit (loss)_______- ieee een a pn ST LL 400k <2. . 1,607 
Depreciation and other plant reductions__.___________-______ Ba 425 
Proceeds from sale of-“Esso Cardiff”:and “Esso Fawley”’_________- 1, 902 


Profit on sale of ‘Esso Cardiff” and “Esso Fawley” included in above (1,270) 
Annuity payment re employees transferred from Esso United King- 


I a eer eel ent (320) 
Cee ebb necbasie 74 





cS tc 


ic a Nae a nn 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANIEs)—Continued 


Dishagiiian of working funds: 1955 
I SN iiss cin ac iaiet elie nani Dtiadinan ain antes. Bpieolss 188 
Additions to property, plant and equipment: Marine____.._______-_ 543 
Total working funds ivequiveds. viiiiiuss ll Leese isl ee 731 
Increase/(decrease) in working funds_..__.__.________________ 1, 687 
Balance of working funds at year-end: , 
Assets : 
Cash and marketable securities. -......4...-..-.- uu. 641 
Notes and accounts receivable and other__--_____-----________ 377 
Intercompany accounts receivable: 
Loan (6 teep, Unreed mimeo... | ee 3, 220 
En dca wn criencneLusriois SGULEIL Ties Pik see 391 
Total -workieg. fund ‘aagetee couse es ioe! 4,.629 
Liabilities : 
Sn ee ae cine 1, 938 
Other current liabilities__........_.._.. Sir uids og Ina t _ 127 
Ships repairs equalization account._.._..___________________ 17 
jntercomuany accounts pavanie........~.........-.....-..i2 173 
Total..working. fund-labilities... 2 Ue joostbss 2, 255 
Net .working- funds at. yearend... a 2, 374 
Other assets: 
EM VOSLIOIES BIG _OCROC DICE erect Sin ernie ects a acicdinent elie 136 
Property, mant.and eauinment:. net... SL . 3, 588 
Total assets, less current liabilities___—_ SBS Sle elo Toe 6, 093 
tems: Reserves and other Hahbilities..... +. 65. dienes 79 
; CI I a de aks eth nicearastinirectacan ac cL.) 16084 
Net werth: 
Capital stock__-_~-_- ws iis ip A a hai Se er a ri ea 2, 240 
RIO SR NIG i cre sitieirer in erin aaah bbe bb alae bee 3, T74 
Oe Ne ns hi ahaa ek aed deena eee 6, 014 
Ratios: 
Working fund assets to working fund liabilities ah 231 
Net profit to average net worth (percent) ___..______-_-__-______- 30.3 
| Cash dividends to net profits of current year (percent) .----____ 11.8 
1 


Esso Export Limited (Standard Oil Co. (New Jersey) ownership 100 percent) 


{Thousands of dollars] 


Source of working funds: 
Net. neeit: (lots). Gin ont ii er aia, luint suigs (408) 
: Depreciation and other plant reductions__________--__-_---.---_~_~ 47 
{ Changes in annuity and insurance reserve_________________________ 17 
Teevemmeum) Our. tk ee Ae eek 

Difference araising in conversion to United States_._._._._.__________-__ (71) 
) Deferred income on incomplete CIF sales 
CODE ORIN OI SE ak hn dd cre eres teerdeere bie tring (84) 





Totei workitie Tunes’ avalible: 2s a fe ee ee (579) 
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STATEMENT OF PROFIT AND LOSS, INVESTMENT AND NATURE OF OPERATIONS OF 
EUROPEAN AFFILIATES FOR THE YEAR 1955 (24 CoMPANiES)—Continued 














Disposition of working funds: 1955 
ieee eee nniniennismaneen wet lLOlyHibuss 0 
Additions to property, plant, and equipment: 

Net plant transferred from brit-Mexico__._.____________________ 8 
Net plant transferred from Atlas Supply, Ltd__.__-_____-_-___ 0 
alana tata al eee 59 
DUT TEI iccertieeeiete et. ow i ee 0 
Total working Tunas required... acess, Jebel sli le 67 
Increase/ (decrease) in working funds__________________ 1s ee). (646) 
Balance of working funds at year-end: 
Assets: 
Cash and marketable securities..__.............~. 1... 1, 089 
Notes and accounts receivable and other_____-___________--_-_- 4, 375 
Inventories: Crude, petroleum products, and other_______-__-__ 4, 852 
Intercompany accounts receivable, various European affiliates. 7,553 
orn, wrote Teed sesete...... sail see ati) 19; 860 

Liabilities : 
euch plnivenevercnsnen mnie 58 
nn ne ON oe ls el 716 
Intercompany accounts payable: 

I hein ceccintndeta bide wells miiclcblbhs baci alc bi ch dler bib hems en 2,381 
TT dak he Sesreniveeseebieentnnemmennabiiel 13, 402 
lt eC i lad Ce dibiaedial 1, 696 
at seach cha ke ceeseseentenseneeiniciannseeinsiecebe ep AARNE te hs th ehhh Ua bis meth Sabie 807 
Total working fund liabilities._....._..............-..--~..- 19, 060 
em OR NI cement mineimsie aereares (1,191) 
Other assets: 
Savestments and other assets......................... A OPS et Re 198 
Preneisy, samt, and equipment, net......................-......-.: 889 
oes) eanete. lees current Tlaniiiies nen db sie eKs (104) 
cic eeerewen mee Gomer Menon... 5. een 58 
I a na nlc apinigvannny donna owbiie ea (162) 

Net worth: 

Reserves for foreign exchange fluctuations___..__._.._.________-__ 93 
IN i ast ee eee cables taal kiih ain tdaneiensinoidedh 70 
I ch sarees ene (325) 

a ca esis (162) 

Ratios: 

Working fund assets to working fund liabilities__._......_.._._.____~ 0.9 
Net peobt to average net Worth she ks cel don ie lecs 0 


Senator Carroii. One of the reasons for my request is that I was 
thinking of Mr. Coleman’s statement that in Europe, and I think you 
had reference to West Germany, that there has been an allocation of 
the oil, that the Government stepped in and fixed the price. 

Is there a price control program in West. Germany, for example? 

Mr. Coteman. I am not sure whether there is there, or not. There 
is in some countries. If there has not been a price control program, 
any prices that our affiliate there charged were reviewed and approved 
by the government, so in effect they are under government control. 
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Senator Carroitt. Do you know when the price control mechanism 
was approved? It seems to me that is rather important, because there 
is testimony in the record, Mr. Coleman, that you have been consider- 
ing—I say you as a representative of Standard of New Jersey have 
been considering—this very emergency 4 months prior to the seizure of 
the Suez Canal, so evidently Standard of New Jersey had been con- 
sidering the magnitude of the economic problem which would arise 
from this shortage for many months. 

I suspect that you have been conferring with all of your affiliates 
under this system of coordination of which you have spoken; is that 
not so? 

Mr. Ratruzone. That is right. 

Senator Carroui. So you anticipated, and I think the able Senator 
from Wyoming has pointed out very well, you have been able to antici- 

yxate whether there would be an increase in the tanker rates, the prob- 
ae arising from oil shortage; and, having been able to anticipate, 
still the prices have gone up in these areas, as read from documents 
by Senator Kefauver. The prices have increased not only in Europe, 
but there was a substantial price increase in this country. That was 
preceding, of course, the Gulf increase. 

‘Then the culmination of it was, not only did they get it from 
Europe but with the money that the taxpayers have poured into 
Europe to give strength, stability, and growth to the affiliates, we get 
the final touch, something that will affect our consumers. The people 
who paid for the original program in Europe will now have to pay 
additionally almost a billion dollars. 

This is the thing that we cannot comprehend. Why somebody 
could not have held the line somewhere to give the American people 
some protection, after they for 10 years have had this taxload on their 
back. 

Senator O’Manonry. Mr. Coleman is now on page 40 of a 43-page 
statement. Let us get through these last three pages. 

Mr. CoteMANn. I will be the last one on earth to delay reading this 
statement, but I would like to say, Senator, just as a general statement, 
that we have in no case taken advantage of this situation. 

With respect to tanker rates and prices, we have exercised restraint ; 
and, as I said before, every price increase has had to be justified by 
increased cost wherever they have occurred in Europe. 

Senator Winey. Do you not think, Mr. Coleman, that that statement 
you have made now, that it would be well to put it down so that the 
people would get a clear-cut understanding, first as to what elements— 
for instance, you have only been furnishing 80 percent instead of 100 
percent that Europe has had heretofore, or 70 percent. 

That in itself necessarily indicates a loss, if you have been furnishing 
it, instead of a profit. 

You are bringing oil from around Africa, too, are you not? 

Mr. CoLemMan. Yes, sir. 

Senator Wizey. That goes way up to $6.36, I understood you to 
say, a barrel. Then from the Caribbean your price has gone up 5 
cents or 4 cents in the last 6 months ? 

What I am getting at is that if there is justification—and apparently 
there is or the governments themselves would not approve—— 

Mr. Coteman. Precisely. 
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Senator Wirey. But I think that should be definitely laid out so 
that even a blind man could see it, in the interest of public relations 
is what I am talking about. And whether you have got justification 
on the home stage here is another thing. That ought to be set out 
in clearcut Anglo-Saxon figures. There is an old saying you know, 
that figures don’t lie, but liars figure. 

We had better get it so that there is no question about that. If 
there is justification for it, you should give it to the public in no 
uncertain terms, because I think it is very vital, as suggested by the 
chairman, in this particular age that the facts speak out now, and if 
there is justification for some of these things, let’s have it. 

If there is not justification, why let’s have that, because we all do 
have an obligation in this seitistlar stressful period to get the facts 
out. 

Mr. Coteman. Would you suggest, Senator, that we submit a 
memorandum later for record ? 

Senator Wier. Yes. 

Mr. Coteman. Indicating the basis on which we have—— 

Senator Witry. Very concrete. You could get it on one sheet of 
paper it seems to me in each instance showing the additional costs, 
if you have got additional costs, and show how they apply. 

I don’t know, I don’t understand your business well enough, but 
| do feel that it is imperative that there be no misunderstanding, and 
the same thing locally. 

The chairman here has stressed a number of times in this meeting 
the importance of the people knowing the true facts. 

Mr. Coteman. We want them to know them. 

Senator Witey. I think that is very significant. 

You are arguing before the court of American public opinion 
and the simplicity of it is simply a question of documenting it so that 
he who reads can understand. 

Mr. Coteman. We would be most happy to submit a memorandum 
on that. 

Senator Kerauver. You say you have not taken advantage of the 
situation. Don’t you think, Mr. Coleman, that here on the basis of 
Mr. Rathbone’s report—and this is not the Federal Trade Commis- 
sion’s figures but the Federal Trade Commission’s man is here to 
confirm this—you made 15.8 percent on net worth in 1955. 

According to Forbes magazine, which Senator Carroll read, Mr. 
Coleman’s managerial success was provided by net earnings last year 
by Jersey Standard of 17-percent return of the stockholders’ equity. 

Now for this year you have raised the price, which is going to gain 
you another hundred million dollars. 

On the face of it, doesn’t that show you are taking advantage of 
your position when you get your profits up 17 percent? 

Mr. Rarueone. Those are the overall figures for Jersey operations, 
Senator. 

Senator Karauver. That is what we are talking about here. 

I just want to ask Mr. Coleman if he does not think that to pile a 
price increase on top of very high profits, don’t you think that on the 
face of it that shows you are taking advantage of the situation ? 

Senator O’Manoney. I was going to say 

Senator Keravuver. I would like to have an answer. 
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Senator O’Manoney. I understand you would, Senator, but I prom- 
ised this witness, Mr. Coleman, that he could finish his paper. He has 
got only three pages left. 

I know that Mr. Lundvall of the FTC is in the room and I will be 
very happy to call him, but I do believe that in all fairness to Mr. Cole- 
man we should permit him to finish this statement. 

Senator Kerauver. I wonder if he could just answer yes or no, 
whether he thinks that is taking advantage. 

Senator O’Manoney. But that question is addressed to Mr. Rath- 
bone. 

Senator Kerauver. No, Mr. Coleman. 

Senator O’Manonry. Mr. Coleman is the chairman of the MEEC. 

Senator Krrauver. I know, but he is the one who said that Jersey 
was not taking advantage of its position. 

Mr. Coteman. In Europe. I was referring to European supply. 

Senator Krrauver. How about the United States ? 

Are you taking advantage of it here ? 

Mr. Coteman. I was not talking about that but I will be glad to 
answer it, although I think Mr. Rathbone is closer to that. 

Senator Keravuver. All right. 

Mr. Coteman. As you gentlemen know, some of our Government 
officials concerned with the MEEC and some of the MEEC officials, 
including myself, spent the week of February 3 to 10 in Europe work- 
ing with the oil committee of the OEEC and its advisory committee 
that is known as OPEG. 

MEEC representatives were keenly aware of the delicate interna- 
tional relationships in connection with emergency oil supplies to 
Europe. 

All meetings of the MEEC group with any representatives of any 
foreign government were not only attended by a representative of the 
Department of the Interior, a representative of the Department of 
Justice, but also by representatives of the staff of Ambassador George 
W. Perkins, Chief of United States mission to NATO. 

Indeed, before the meeting with the OEEC oil committee in Paris, 
the MEEC group attended a briefing session that was held in the office 
of Ambassador Perkins in which they were briefed by Minister Fred- 
erick B. Payne, Director, Office of Economic Affairs, International 
Cooperation Administration, Minister to Ambassador Perkins, and 
other members of Ambassador Perkins’ staff who attended the meeting 
with the OEEC oil committee. 

On every occasion the MEEC representatives made a full frank 
presentation of the situation, illustrating and discussing the problems 
involved. 

The chairman of the OEEC oil committee, Mr. Angus Beckett, ex- 
pressed deep appreciation for the efforts of the MEEC, which he felt, 
had been successful under difficult circumstances. 

Mr. Chairman, before I read the remainder of this, if I might just 
take a few moments with the charts to illustrate the situation. 

Senator O’Manonry. Certainly. 

Mr. Coteman. I will be very brief because they are covered in the 
testimony, but there are some points that can be brought out visually 
which I think may be helpful to the Committee. I would like to say 
that these charts have been simplified for the purpose of presentation 
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by rounding off numbers and also certain nonessential movements have 
been eliminated. 

This chart shows the situation pre-Suez. You can see the bulk of 
the supply to Europe came from the Middle East, from the pipelines, 
that is, the Iraq pipeline delivered over 500,000 barrels a day and the 
trans-Arabian pipeline known as TAP line of about 300,000 barrels 
aday. That is about a third of this total supply. 

The remainder, roughly 1,700,000 barrels a day, came through the 
Suez Canal. 

Senator O’Manoney. Are these lines on the graph drawn in width 
to show the comparative amount of oil traveling each line ¢ 

Mr. Coteman. Yes, sir. 

Of this supply, about 325,000 barrels went to the east coast of the 
United States and Canada, leaving roughly 2,200,000 barrels a day 
supply of Middle East oil to Europe. 

In addition there was a little over 600,000 barrels a day from the 
Caribbean area of crude products and a slight amount from the 
United States gulf coast. 

This amount of 100,000 barrels a day to West Africa is included 
in our figures because we have dealt with the whole situation that was 
involved in the Suez supply. 

In other words, that 1s part of our problem. 

You can readily see that as a result of the closure of Suez we lost 
1,700,000 barrels; we lost slightly over 500,000 barrels from the Iraq 
Petroleum line by the destruction of the pumping stations in Syria, 
leaving then only 300,000 barrels or 320,000 barrels from trans- 
Arabian pipeline. 

f that, about 200,000 barrels had been going to Europe, so that 
Europe then overnight lost 2 million barrels a day, compared with 
the consumption of slightly over 3 million barrels a day, and two- 
thirds of its supply. 

The tankers that had been taking oil through Suez and also from 
the pipeline termini to Europe of course could be rerouted. How- 
ever, a tanker that had been previously taking oil from the Persian 
Gulf through Suez, if it had to be put around the cape, could carry 
only slightly more than one-half of its delivery capacity through Suez. 

The biggest loss of all of course was the loss of the Iraq Petroleum 
Co. deliveries. Tankers used in that service could only carry a 
quarter of the amount around the Cape, so the net effect of this loss 
in facilities shorted Europe by a million barrels a day or roughly 
one-third of its consumption. 

Europe’s essential needs are substantially more than two-thirds of 
their normal consumption, so that it is clear that if additional sup- 
plies, emergency supplies, had not been available, there would have 
quickly been an economic collapse in Europe. 

Obviously the thing to do was to go to the nearest sources of supply. 

The first thing to work on—I am sorry the chart is not here, but 
you gentlemen will recall that 325,000-barrel-a-day movement from 
the Middle East to the east coast of North America. That was our 
prize thing, and that has now been reduced to 9,000 barrels a day. 
It was reduced progressively and quite quickly. That made barrel 
for barrel more oil available to Europe. 


SSS 


— 


ee I 





sl A a 





EMERGENCY OIL LIFT PROGRAM 1183 


In other words, the elimination of that movement gave Europe 

10 percent. 

he next thing of course to do was to take oil from the nearest 
sources of supply. Every barrel of oil that could be gotten out of 
the Caribbean or United States gulf, these tankers moving around 
the Cape, being transferred there can take 2 barrels for every barrel 
they were previously taking, so if you can get, say, 500,000 barrels a 
day additional supplies from the Caribbean-United States gulf, you 
could then supply another 250,000 barrels to Europe. 

This chart is based on estimates prior to the closure of the Suez 
Canal, and it showed that if you could get 775,000 barrels a day 
from the Western Hemisphere you could just balance the loss of 
Suez against normal consumption. 

Any loss of supply from the pipelines would require more than 
775,000 barrels a day. 

On the basis of such estimates as we had at that time we did not think 
we could get any more. 

If I may have the next chart I will be glad to indicate what was 
actually done. 

Senator O’Manoney. I observe, Mr. Coleman, that none of these 
charts seem to show the importation into the United States of off- 
shore oil from Venezuela. 

Mr. Coteman. Not from Venezuela. The first chart showed—— 

Senator O’Manonry. That showed the Middle East ? 

Mr. Coteman. That is right. 

In my statement the figures are given with respect to the importa- 
tion of Venezuelan oil, and Senator Wiley asked about that and 
I will be glad to discuss that briefly. 

This is actually what happened, and since the other chart is not 
available, you really cannot make any comparison. 

What has happened, you will recall that this line has fattened 
up a lot. We really got more oil out of the Western Hemisphere 
than we had anticipated in our earlier estimates. 

There is an overlay there. 

This shows actually—in other words, the main job really was to 
increase Western Hemisphere and Caribbean supplies both to dis- 
place this imported oil and to move oil directly in order to lessen the 
necessity of going around the Cape. 

These figures indicate here—here is your pre-Suez supply from 
the Western Hemisphere. Here is what we estimated pre-Suez. 

Here is what was actually done in December and January, and 
here is what we expect to do for the entire first quarter. 

Actually the first quarter, these figures are 775,000 barrels a day. 

Mr. Hamutron. Would you mind describing for the record what 
you are referring to, Mr. Coleman ? 

Mr. Coteman. This figure here, 775,000 barrels a day, our pre- 
Suez estimate of emergency supplies from the Western Hemisphere. 
Actually in December and January we exceeded that estimate. It 
was actually 982,000 barrels a day or about 200,000 barrels a day 
more. 

For the first quarter, in view of the fact that we had heavily drawn 
on our stocks and are depending on current production, this figure 
is slightly lower, 868,000 barrels per day. 
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However, I am told, and it just illustrates how fast these things 
change from our Supply and Distribution Committee, that that figure 
is up to 940,000 barrels per day. 

This chart shows here the total supply to Europe on a similar basis. 

Here the pre-Suez estimate indicated a supply of about 2,700,000 
barrels a day. 

This is broken down by the categories as you see, western emer- 
gency supplies from the Western Hemisphere, diversions from the 
Western Hemisphere, that is a replacement of Middle East crude oil 
imports, these are from the Persian Gulf around the Cape, and then 
your regular normal supply. 

For the first quarter of 1957 we estimate a supply of roughly 3 
million barrels, and that compares with a demand estimate at this 
time of the year of roughly 3,400,000 barrels. 

On the basis of these figures, I am convinced that the coverage of 
Europe’s requirements during the first quarter will be better than 80 
percent of normal demand. 

There has been a lot of discussion about different figures. Some 
people have said 90 percent. The 80 percent figure was the one 
quoted at the MEEC meeting in Paris early in February. Those 
figures can be readily reconciled. 

Our figure of roughly 90 percent is on the basis of loadings rather 
than receipts, which was the OKEC figure. 

To correct for that, that is 2 percent, reducing the 90 percent 
figure to 88 percent. 

The other factor is that the MEEC figure calls for 100 percent cov- 
erage of all essential products such as aviation gasoline, jet fuel so 
essential to military use. 

It also covers the full amount of ships’ bunker oil requirements. 
This figure in the previous chart was 100,000 barrels a day. It has 
gone up 90,000 barrels a day to provide increased requirements be 
cause of the long haul around Suez. 

Mr. McHvueu. Mr. Coleman, for the first quarter you said you 
expect to supply 80 percent of normal demand ¢ 

Mr. Coteman. Better than 80 percent. 

Mr. McHveu. Better than 80 percent ? 

Mr. Coteman. Yes, of the essential main products, Mr. McHugh, 
gasoline, gas oil and fuel oil. 

Mr. McHveu. By “normal demand,” that is pre-Suez? 

Mr. Coteman. Yes, sir, adjusted for this time of year. There is 
quite a seasonal requirement. 

Mr. McHveu. Is it pre-Suez plus normal growth since that 
time ? 

Mr. Coteman. Yes; that is right, but it would have been otherwise 
had there been no interruption. 

Mr. McHuau. Now you say 80 percent of the essential prod- 
ucts 


Mr. Coteman. Of the three main products, gasoline, gas oil and 
fuel oil. One hundred percent coverage of aviation gasoline, jet 
fuel, and bunker oil. That averages out under those circumstances 
about 88 percent. 

If you subtract out this hundred percent coverage of these essentia!| 
products, mainly military, then you come to a figure of 83 percent, so 
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that it is within that range, and that is the reason that I said better 
than 80 percent of normal demand. 

Senator O’Manonry. What is the situation in Western Europe 
now with respect to the rationing of oil products that are there con- 
sumed ¢ 

Mr. Coteman. The rationing varies from country to country, Sen- 
ator. I do not have exact data as to the degree in each country. I 
think it is probably more strict in the United Kingdom than else- 
where. We do know that fuel oil has had to be rationed. That is the 
one we are mainly concerned with because of course that is the key to 
the industrial activity. 

Senator O’Manonry. Would it be your opinion that we ought to 
provide 100 percent of normal use of oil in the United Kingdom, 
France, and the other countries ? 

Mr. Coteman. It seems to me that we ought to supply as nearly 
as possible to that figure because—— 

Senator O’Mauoney. Is that the goal that you have in mind? 

Mr. Coteman. We do not have any particular goal in mind, Sena- 
tor, except to make all the supplies available that Europe wants and 
will buy, and it is up to them as to whether they want to go up to 
their full, normal demand, but I think that 80 percent, particul: arly 
on fuel oil, certainly over any period of time is bound to affect ad- 
versely their industrial activity, so it certainly should be higher than 
S50 percent. 

Senator O’Manoney. It should be much higher than it is now. 

Mr. Coteman. That is right. We do not think that they are suffer- 
ing any serious damage, and we do think that the situation is improv- 
ing. 

Senator O’Manoney. How long after the opening of the Suez 
Canal and the pipeline, the IPL, would the flow from the Middle 
East be enough to restore normal conditions in Western Europe? 

Mr. CoLemAN. It is a matter, simply a matter of rearrangement 
of tankers. I would say 30 to 60 days would be required to do that. 

On the other hand, Senator, while the canal could be reopened and 
deepened according to estimates to normal traffic within perhaps 2 or 
3 months, the Iraq Petroleum pipeline pumping stations were so 
effectively destroyed by expert saboteurs that the only thing that you 
could do, and you could do this very quickly, perhaps within a week’s 
time according to estimates, is to get in and bypass those pumping 
stations. 

Senator O’Manonry. You might be interested to know, if you 
have not already been advised, that Dr. Flemming announced today 
that he has written a letter to all importers of oil asking how much 
oil they plan to bring into the United States, crude oil of course, 
from all sources, the Middle East and Venezuela, for 6 months fol- 
lowing (a) the opening of the Suez Canal; (+) the opening of the 
Suez Canal, and the Iraq Petroleum pipeline in significant volume. 

This announcement was made by Mr. F lemming i in connection with 
the provisions of the Trade Agreements Act as extended. We would 
like that information too. 

Mr. Coteman. With respect to your question, Senator, whether the 
Iraq Petroleum pipelines could be restored fairly quickly by their 
simply getting in and bypassing the destroyed stations and using a 
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station in Iraq to pump all the way to the Mediterranean, under those 
circumstances you could get about 40 percent of the capacity within 
a week or 10 days according to survey party estimates. 

It would take 6 months to a year to completely restore that, so if 
you had originally 560,000 barrels and you would get back say a little 
over 200—that is, a little over 300,000 barrels—so that Europe from 
the time that you would get this initial restoration of say 200,000 
until 6 months to a year would still be short about 10 percent. 

Senator O’Manonry. How long, in the light of your information 
and the statistics that you have from your own technical knowledge, 
do you believe that the MEEC must continue to operate? 

Mr. Coteman. I should think with Suez open entirely and the first 
stage of the Iraq Petroleum Co. pipeline restored and the tankers 
rearranged, I am sure that we need this job like a hole in the head. 

We would sure be glad to stop. 

I had some comments to make with respect to questions that have 
been raised about data and reporting. They are all in the memo- 
randum, however, and I think they gave a satisfactory explanation. 

I might just mention in that connection that these figures that 
have been published weekly with respect to movement from the 
United States Gulf are only an indication. They are weekly fig- 
ures in the first place. They jump all over the lot. 

Tankers bunch and so forth, and they are only part of the overall 
picture. They don’t say anything about the Caribbean, they do not 
say anything about the amount of United States oil that replaces 
this Middle East import, and we of the committee are not responsible 
for their use, and I am sorry that they have been used because they 
have given rise to misunderstandings and should not have existed. 

I can say now that we have information, currently we are in a 
position to report promptly and adequately on the situation as it 
develops. 

Now with respect to the future, the answer to Senator O’Mahoney’s 
question has covered the effect on Europe with the restoration of the 
pipelines and the canal, but assuming that this situation continues 
to exist, though we hope that it won’t nevertheless in the second 
quarter though we only have estimates, we have a factor in our favor, 
and that is as you go into the second quarter after the winter is past, 
the seasonal demand in the United States goes down substantially. 

The demand in the United States in the peak winter quarter, the 
first quarter, is 15 percent higher than it is in the third quarter, the 
lowest summer quarter. 

Therefore, even with no increase in supplies available because of 
the lower requirement for refinery runs, more oil is available to 
Europe. 

The same thing occurs in lesser degree, they have a seasonal but it 
is not as marked, so that we are sure that if you compare current con- 
sumption requirements with available supplies, there will be a higher 
coverage than this 80 percent. I don’t know, probably in the order 
of 90 percent. 1 

_ We should keep in mind, however, in that connection, that the prac- 
tice of the industry, the necessary practice, is that during this season, 
the summer season of lesser demand, it is customary and necessary to 
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build stocks for the period of the coming winter, so that that must 
be kept in mind. 

But as far as any crisis implications or anything of the sort, we 
think in the second quarter that we are certainly out of the woods 
and that there has been averted a serious crisis in Europe, and that 
we are in a position to confidently say that certainly during the sec- 
ond quarter we will be in a better position than we were in the first 
quarter. 

I did mention, Senator Wiley, that your question with respect to 
imports would be covered by my testimony. 

I have here—it is about 2 or 3 pages. 

1 could summarize it or read it. 

It would probably be quicker to read it. 

Senator O’Manoney. Suit yourself. Your full statement is in 
the record. 

Mr. Coteman. I understand that, sir. 

venator O’Manoney. So perhaps you can summarize it. 

Mr. Coteman. I might simply say that one of the problems that 
we have dealt with—and this is under so-called schedule 2—which 
salls for the diversion of Venezuelan imports into the east coast of 
the United States and Canada and a replacement by United States 
crude, the estimates in March indicate that there will be a movement 
of 750,000 barrels a day of Caribbean crude into North America and 
the east coast, compared with a normal fourth-quarter movement of 
680,000 barrels a day, or about 70,000 barrels higher. 

The question, of course, has been raised, since Venezuela is some- 
what closer to Europe than the United States gulf, as to why these 
Venezuelan imports in the United States are not diverted to Europe 
and United States crude from the gulf used to replace it. 

For each hundred thousand barrels per day of such diversion, 
there would be released the equivalent of 6 T-2 tankers, or 8,000 
barrels to Europe from the Persian Gulf via the cape. If we applied 
that to the estimated March movement of the United States crude to 
Europe of 170,000 barrels a day, and made that complete diversion, 
it would increase supplies to Europe only 14,000 barrels a day. 

This is only a fraction of 1 percent of Europe's total requirements, 
and it is less than one-fiftieth of the total emergency assistance that 
has been made available to Europe. 

I simply mentioned those figures to show that it isn’t a large thing. 
There has been considerable misunderstanding in that respect, 
Senator. 

The implication has been given, or the misunderstanding has not 
been corrected, that if that Venezuelan oil were not brought into the 
United States, it would all be available to move to Europe. That 
isn’t. the case at all, because it would have to be replaced with United 
States crude. So it is purely a matter of relative distance of Vene- 
zuela from Europe compared with the United States gulf. 

In no case do you make any more supplies available. It is purely 
a question of relative transportation. 

Senator Keravuver. Is it further from the gulf to Europe than 
from Venezuela to Europe? 

Mr. Coteman. Yes. If you work it out on the basis of tanker 
transportation capacity, for every 100,000 barrels of diversion that 
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you could make, you would get a net 8,000 barrels more to Europe. 

Senator Keravver. You mean at the present time you are sending 
Venezuelan crude to the east coast but stepping up your gulf supply 
to Europe? 

Mr. Coteman. From the standpoint of maximum saving of tank- 
ers, you get a more effective use of the tankers if no United States 
crude moves to Europe, but was in turn used to replace Venezuelan 
imports. I simply meant that the crosshaul involved there is rela- 
tively small. 

Our committee has been working intensively on this. There are 
serious practical questions involved, a matter of crude quality—in 
other words, getting the proper equivalent quality of United States 
Gulf to substitute for Venezuelan crude, the matter of continuity of 
crude supplies. Also, to make this substitution means that you need 
more American-flag tankers. 

A foreign-flag tanker can take Venezuelan oil to the United States 
coast, but you substitute that with United States crude, then you must 
have a United States-flag tanker, because that is the only type of 
tanker that can move in the coastwise service. 

Mr. McHveu. Mr. Coleman, I wonder if you would explain for u» 
exactly what you mean here: 
for each 100,000 barrels daily of such diversion there would be released the 
equivalent of 6 T-2 tankers which could haul only 8,000 barrels per day to 
Europe from the Persian Gulf via the cape. 

Mr. Coteman. That simply means 

Mr. McHven. That diversion being what? 

Mr. Coteman. The diversion, that would mean, for example, Mr. 
McHugh, if you took 100,000 barrels per day of Venezuelan oil moving 
into the United States and diverted it to Europe, and then used 100,000 
barrels per day of United States Gulf crude that was going to Europe 
to replace it on the east coast, for every 100,000 barrels per day that 
you did that on, you would release the equivalent of 6 T-2 tankers. 
Now, those 6 T-2 tankers, that is the only place you would have to go 
for oil, you would go to the Persian Gulf, and in the haul around the 
cape they would carry 8,000 barrels per day. 

Mr. McHvceu. That is, if they were diverted to carry the oil from 
the Persian Gulf, apparently because of the long haul that would not 
be much of a saving. Suppose those same tankers were used to bring 
further production from American Gulf to Western Europe, wouldn’t 
that be a substantial saving? 

Mr. Coteman. This assumes that you have used all of the available 
supplies in the gulf and in the Caribbean, Certainly that would be the 
first thing to do. 

Mr. McHven. If the tankers were available, would there be a 
larger amount of supplies available from the gulf ? 

Mr. Coteman. Any amount of tankers could be made available to 
lift oil from the gulf. You would take them out of that around the 
cape run immediately because you get 2 for 1. 

Mr. McHueu. Then what is the problem? Why isn’t there more 
available from the States? 

Mr. Coteman. Because everything is being produced in accordance 
with the allowable central State regulatory authorities. Stocks have 
been pulled down to the absolute minimum. 
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Now. it is true that since this was written—or rather, since these 
figures were put together, I should say—there has been an increase 
in the Texas allowables for March of, I think, 212,000 barrels a day. 

To the extent that that crude can be used—if it meets proper quality 
requirements, American-flag tankers are available, and so forth— 
you can make a still further substitution of Venezuelan imports. 

Mr. McHveu. If the sources are available, that would make a 
rather substantial savings in tankers? 

Mr. Coteman. That's right. I mean, suppose you get 212,000 bar- 
relsmore. Immediately what you would do would be take the tankers 
out of the long haul and they would carry 106,000 barrels more to 
Europe, and then you would have an increased United States Gulf 
crude movement to Europe which would give you more opportunity 
to work out this diversion of Venezuelan imports, and that is what 
our committee is intensively working on. 

I might say here that a considerable substitution has been effected. 
The movement has been reduced from 805,000 barrels a day in Janu- 
ary to an estimated 750,000 barrels a day for March, or a reduction 
of 55,000 barrels a day. 

Actually more recent figures indicated that the March figure quoted 
above of 750,000 barrels a day has now been reduced to 710,000 barrels 
a day, so there has been a reduction of about 100,000 barrels a day 
entirely, which brings Venezuelan imports down to practically their 
pre-Suez level, and we are hopeful of accomplishing more. 

Mr. McHven. During January and March can you tell us what 
the figures were of imports by Jersey or its affiliates in the United 
States from Venezuela? 

Mr. Coteman. Our pre-Suez imports—you are talking of crude? 

Mr. McHven. Speaking of crude. 

Mr. CotemMan. Our pre-Suez estimates of crude were approximately 
80,000 barrels per day. They are now reduced to about 56,000 barrels 
aday. I don’t have it by months. 

For the first quarter there we are down to 54,000 to 56,000 compared 
with the pre-Suez estimate of an import of about 80,000 barrels per 
lay. 

Mr. McHven. The figure was 50,000 or 55,000? 

Mr. Coteman. Yes. 

Mr. McHvat. For the first quarter? 

Mr. Coteman. Of this year. 

Mr. McHveu. Of this year? 

Mr. Coteman. That compares with a pre-Suez import of 80,000 
barrels a day. By the first quarter of this year, by January, we had 
reduced that to 54 to 56, and we stayed at that level. That minimum 
amount is composed of specialty crudes that we need for special oper- 
ations for which we can find no substitutes in the United States 
gulf. 

Mr. McHveu. Can you furnish the subcommittee the actual figures 
for January and February ? 

Mr. CoteMan. I will be glad to. 

(The information referred to follows :) 

We were asked to supply the volume of Jersey’s imports into the United States 
during January and February 1957. Jersey, as a holding company, does not 
import crude inte the United States. However, its affiliate Esso Standard Oil 
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Co, does, and the volumes imported by Esso Standard during January and 
February 1957 are shown below: 


Barrela 

per day 

dt echeceeh bs bn aetna tse bet ekie tanh eden <dqeeianenh 54, 021 
I ww ah heh 44, 002 


It has been necessary to estimate the February volumes since the actual 
imports are not yet available. 

Senator O’Manoney. Do you import products, too? 

Mr. CoLeMan. Yes, sir; we import fuel oil as well, Senator. 

Senator O’Manonrey. What has been the change in that? 

Mr. Coteman. I don’t have that. I doubt that there has been any 
particular material change because we have supplied the full normal 
demand, 

Senator O’Manoney. You mean that none of the refined products, 
none of the fuel oil refined in Venezuela by New Jersey has been 
cliverted to Europe from the United States ? 

Mr. Coteman. No. You see, there is virtually no fuel oil moving 
from the United States gulf, so there isn’t the opportunity for saving 
in this transportation. 

Senator O’Manoney. I am talking about the importation from 
Venezuela. 

Mr. Coreman. That’s right, sir. 

Senator O’Manoney. Do you import fuel oil from Venezuela to the 
east coast ¢ 

Mr. Coreman. Yes, sir. 

Senator O’Manoney. Have you diverted any of that to Europe? 

Mr. Coteman. We have increased our supply of fuel oil from 
Venezuela, and the Caribbean, to increase supplies to Europe, but at 
the same time we have protected the requirements of our customers 
in the United States. 

Senator O’Mauoney. So you still import from Venezuela in suffi- 
cient quantity to satisfy your customers in the United States? 

Mr. Coteman. That’s right. 

Senator O’Manoney. If it were possible to have this pipeline of 
which I spoke earlier in the day from Texas to New York, the appli- 
cation for which is now pending in the Office of Defense Mobilization, 
if that were approved it would make available for refining on the 
east coast. of the United States a substantial amount of crude oil which 
is not now being used from Texas, and release your fuel oil products 
in Venezuela for Europe; would it not é 

Mr. Coteman. I don’t want to get involved in a technical economic 
refining question, but I can’t give you a “yes” or “no” answer, but 
I will try to be as brief as I can, Senator. 

Senator O’Manoney. Suppose you take that under advisement and 
send the supply to us by letter? 

Mr. Coteman. All right. I can just give you the answer without 
going into detail. 

Senator O’Manoney. Very well. 

Mr. Coteman. The answer is that it is uneconomical to make fuel 
oil from United States crude. The cost of crude oil is so much higher 
than the value of fuel oil as limited by competition with coal that 
every United States refiner makes the absolute minimum amount of 
fuel-oil yield, so this crude, if transported by pipeline to the east 
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coast, would be refined, the same economics would apply, so it would 
inake only a very small volume of fuel oil, so you would still need 
the importation of substantial volumes of fuel oil from Venezuela. 

Senator O’Manonry. Have you finished your statement ? 

Mr. Coteman. I would just like to read my conclusion, sir, which 
I come to with a great deal of pleasure. 

Senator O’Manoney. We have enjoyed it. 

Mr. Coteman. So have I. In closing I would like to point out that 
the principles and procedures used by the Middle East Emergency 
Committee to meet successfully this emergency are not new. They 
formed the basis for coordinated oil industry effort to meet the needs 
of the United States and its Allies in World War II and the Korean 
war. I had the privilege of the responsibility for this coordination 
in the United States Government wartime agency, the Petroleum 
Administration for War. I can state from actual experience that, 
without this coordination and the wholehearted effective cooperation 
of all segments of the oil industry, the seale of our military operations 
would have been limited by lack of adequate supplies to fully meet 
military requirements. ; 

I recall with pleasure, Senator, appearing before you shortly after 
the war in connection with the accounting for stewardship of the in- 
dustry for its performance during the war. 

Senator O’Manoney. I valeur the occasion very well. 

Mr. Coteman. After the war the Military Petroleum Advisory 
Committee (later the Military Petroleum Advisory Board) was 
formed to advise the Defense and Interior Departments in the evalua- 
tion of petroleum needs of strategic defense plans as evolved by the 
Joint Chiefs of Staff. The Foreign Petroleum Supply Committee has 
been the source of information of potential wartime oil supplies from 
foreign sources. Many thousands of man-hours and work have been 
devoted to this coordinated planning. The willingness and enthusiasm 
of men of the oil industry to provide their time and efforts, experience 
and knowledge to these complex petroleum defense problems is a 
precious asset to our national security. 

When the Iranian crisis arose, President Truman caused the crea- 
tion of the Foreign Petroleum Supply Committee to provide a co- 
ordinated effort to replace from other sources the supplies which had 
previously come from the nationalized oil operations in Iran. The 
effort was successful in accordance with policies supported by our 
Government. 

I mention this record to provide a background to illustrate why, 
when the present emergency became imminent and actually took place, 
the American companies concerned abroad were organized at the 
instance of President Eisenhower through the Middle East Emergency 
Committee in the same way as has proved effective in the past. 

We in the oil industry who have participated in these activities are 
very proud of our industry's record. People in the oil industry, 
experienced in the application of coordinated industry effort to meet 
emergency situations, constitute an insurance reservoir that can be 
called on at short notice to meet such situations as our industry or 
country may face. We have not failed to meet previous emergencies 
as they have arisen and I know the Middle East Emergency Commit- 
tee has not failed and will not fail in this one. 
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Senator O’Manonry. Mr. Coleman, what is the function of the 
Chairman of the MEEC ? 

Mr. Coteman. It is simply under Government direction to be 
present as chairman of the meetings and to coordinate to the best of 
his abilities the activities of the MEEC. 

Senator O’Manonrey. The list of companies represented on MEEC 
shows that Standard of New Jersey is the first, of course, of the 15. 
It owns 95 percent of Creole Petroleum Corp., which is also a member 
of MEEC. 

It is interested in the Arabian American Oil Co., owning 30 percent 
of that company together with Texas Oil Co., which also owns 30 
percent, Standard of California which owns 30 percent, and Socony 
Mobil Oil which owns 10 percent. 

It is also associated with Standard Vacuum QOil Co., with the 
Socony Mobil Oil Co., each of these 2 corporations owning 50 percent 
of Standard Vacuum Oil Co. 

Does the fact that Standard has therefore 4 corporations on 
MEEC, Secony Mobil has 3 corporations including itself, Texas 
3 including itself, Standard of California 3 including itself, have 
any effect at all upon the operations ? 

Mr. Coteman. It has no effect whatsoever on the effectiveness of 
the Committee in doing this job. 

Senator O’Manoney. Does it have any effect upon the manner in 
which the job is done and the manner in which deliveries are made, 
oil is taken, where it is obtained and where it is distributed / 

Mr. CoLteman. No, sir. To the extent of my fullest knowledge, 
these companies operate completely independently and on their own. 

Senator O’Manoney. How about the operation of these specially 
owned partnerships, 1 might call the corporations, such as the Arabian 
American Oil Co.? Does Standard have a management position in 
that ¢ 

Mr. CoLeMAN. No, sir. We have simply a stockholding position. 

Senator O’Manonrey. Are we to understand 

Mr. Coteman. We have representation on the board of directors. 

Senator O°’Manonery. Do I understand then that what you mean 
is that Standard has invested in Aramco as an investment and not for 
participation in management beyond representation on the board of 
directors ? 

Mr. Coteman. That’s right. There is an executive committee of the 
board composed of 4 members, 1 of which is a Jersey man. I think 
the basic philosophy there is to turn over to management the basic 
managerial functions. 

The board and executive committee are available to management 
for advice on policy matters or any other matters that they may be 
asked. We, of course, do buy oil from Aramco. 

Senator O’Manonry. Here are four members of MEEC, each of 
which is a combination of other corporations, most of whom are repre- 
sented on MEEC. The American Independent Oil Co. is owned by 
Phillips Petroleum, 3314 percent ; Hancock Oil Co., 15 percent ; Signal 
Oil & Gas Co., 15 percent; Ashland Oil & Refining Co., 121% percent. 
That is the only 1 of the 4 I am going to mention which doesn’t have 
among its owners another member of MEEC. 
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Aramco has four members besides itself: Texas Co., Socony Mobil 
Oil Co., Standard Oil Company of California, and Standard Oil Com- 
pany of New Jersey. 

Caltex Products Co. is a subsidiary of Standard Oil of California 
eo Texas Co., each of which owns 50 percent of the corporation. 

Standard Vacuum Co. isa member of MEEC and is owned by Stand- 
ard Oil Company of New Jersey and Socony Mobil Oil Co. What 
comment do you care to make upon that situation with respect to its 
effect upon the operation of MEEC, with respect to its effect upon 
the dev elopment of Middle East oil ¢ 

Mr. CoLeman. Senator O’Mahoney, I think as I have mentioned be- 
fore, the job of this committee is to improve the utilization of tanker 
tonnage and this question of whether some other companies are owned 
by others who are members has not affected-that one bit. I don't know 
of a single case or discussion where the point has ever come up. 

I might say specifically with respect to Aramco, the whole Persian 
Gulf, of course, has been shut back. There hasn't been any question 
discussed there. All we know is that it was shut back and what we 
are trying to do is maximize supplies of oil from other sources so 
as to reduce the necessity of going around the cape. 

I think our committee name is a complete misnomer. We should 
have been called the Emergency Oil Supply to Europe Committee, 
or something of that sort, because the only thing that occurs as a re- 
sult of the activities of the members of our committee is that. we deal 
with rearrangements and there is no alternative but movement around 
the cape from the Middle East, irrespective of what Middle Eastern 
countries it comes from. So it is just simply result and effect, but 
there isn’t any question in discussing it. It is just an end product 
of the fact of rh at the committee has been able to accomplish else- 
where. 

Senator O’Manoney. These 15 companies own what percentage of 
the available tanker fleet ? 

Mr. Coteman. I don’t have that figure. 1 do recall it was quoted 
in one of the MEEC meetings, I think the one we were discussing 
yesterday. Of the total world oil fleet only about 35 percent is ow ned 
by oil companies, so it must be lower, it is lower. How much lower 
than that 35 percent figure I do not know, but it is a matter for public 
record, We would be glad to compile it for you. 

Senator O'Manoney. My understanding then from what you now 
say that members of MEEC operating in the Middle East or else- 
where have less than 35 percent of the tanker tonnage that is used 
to divert this oil. 

Mr. Coteman. Ownership. 

Senator O'Manoney. How about lease control 

Mr. Coteman. I don't know and I don’t know whether these figures 
are available. I do know that ownership, registry by ownership, is 
available as a public record. 

Senator O'Manoney. Of course what I am getting at is what con- 
trol you have over the tanker transportation and whether it has any 
rel: ationship at all to the production by these companies. 

Mr. Coteman. I would like to explain this, Senator. In our com- 
mittee we simply table this information to develop the possibility 
of improving tanker efficiency, eliminate what we call cross hauls. 








1194 EMERGENCY OIL LIFT PROGRAM 


When one company is doing a certain thing and another company 
is making a crosshaul, it is indicated to them. They then go out 
and try to work out a trade. It isn’t a question of control as a group. 
We ane not a pooling organization of tankers, suppliers, or anything 
at all. 

Senator O’Manoney. But you do try to make a trade? 

Mr. Coreman. We call attention to the opportunities for trade to 
the participating companies, and then they try to work it out. We 
don’t know the commercial terms of that trade and are not interested. 

Senator O’Manonry. What do you know about the report that was 
carried this last week, I think it was, maybe Monday of this week, 
by the International News Service, that 150 tanker companies had 
been blacklisted by the Arab League for having patronized or fur- 
nished oil to Israel ? 

Mr. CoteMan. I haven’t seen that report. 

Senator O’Manonry. I know nothing about it except that the report 
was given to me. 

Mr. Coteman. I know nothing of the report. 

Senator O’Manoney. Do you know anything, or do you, Mr. Rath- 
bone? 

Mr. Ratusone. No, sir; that is the first time I have heard that. 

Senator O’Manoney. Do you know anything about any prohibition 
leveled against tankers by the Arab League concerning the delivery 
of oil or oil products to Israel ? 

Mr. Ratupone. Yes, sir. There was a time of course during the 
Suez crisis when the Arab government refused to permit the loading 
of tankers for British and French destinations. That possibly is what 
you are referring to. 

I have not heard this last thing you have just mentioned. That is 
something new, but it is true that the Arab government refuses to 
permit the loading of tankers at Arab ports for shipment to Britain 
and French ports. 

Senator O’Manoney. I shall get a copy of this story. It is my only 
source of information about it. I will put it in the record and I will 
also hand a copy of it to Mr. Hamilton and ask for any information 
that any members of MEEC may have with respect to it. 

Mr. Coiaelan: We will be glad to request that information. 

(The article referred to may be found on p. 1518.) 

Senator O’Manoney. We have some additional information on 
that, do we not, Mr. McHugh? 

Mr. McHveu. I believe there was also contained in the report that 
independent tank owners required a provision in their contract that 
the operator would not be permitted to haul oil to Communist coun- 
tries or Israel. Would you be familiar with that ? 

Mr. Ratueone. No, sir; I am not familiar with that. I haven't 
heard that. 

Senator Carroti. Mr. Chairman, I wonder if I might go back to 
another point ? 

Senator Kerauver. Mr. Chairman, may I make an inquiry? 

(Discussion off the record.) 

Mr. Rarusone. In the interests of time, Mr. Chairman, there is no 
need for me to read the paper through, because a great deal of the 
content of it has already been discussed. 
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Senator O’Manoney. I will say to you as I said to Mr. Coleman, 
your statement will be printed in the record in full, as though read. 
Now if you will summarize it, the members of the committee will 
interrogate you. 

I want to say that we have here the aécountant from the Federal 
Trade Commission, Mr. Lundvall. He is chief accountant there, and 
I think has a voice of authority so far as the papers which Senator . 
Kefauver presented to you, Mr. Rathbone, this morning, in compari- 
son with your own, are concerned. If it is the desire that he should 
have anything to say at this time, why, of course, I would have no 
objection to it. 


Senator Kerauver. I would just like to ask Mr. Lundvall a brief 
question. 

Senator O’Manonry. What is his authority for these figures? 

Senator Kerauver. Yes. He has been here all afternoon. 

Senator O’Manonry. Come right over here, Mr. Lundvall, and you 
will be right beside the reporter. Do you have a copy of that state- 
ment? 

Senator Krerauver. Yes. Here is a copy. Can I ask him a ques- 
tion, Mr. Chairman? 

Senator O’Manoney. Yes, indeed ; you proceed. 

Senator Kerauver. Mr. Lundvall, you are the chief accountant of 
the Federal Trade Commission ? 


STATEMENT OF ARTHUR E. LUNDVALL, CHIEF ACCOUNTANT, 
FEDERAL TRADE COMMISSION 


Mr. Lunpvauu. I am designated officially as Chief of the Division 
of Accounting of the Federal Trade Commission. 

Senator Kerauver. How long have you been in that capacity? 

Mr. Lunpvaui. I have been chief accountant with the Federal 
Trade Commission since about 1940. 

Senator Keravver. Since 1947 have you been making reports, such 
as Chairman Gwynne sent here, which have been put in the record, on 
the rate of return after taxes on stockholders’ investments for com- 
panies in the petroleum industry ? 

Mr. Lunpvau. Yes, sir; I have had to do with the preparation of 
a report that the Commission has been putting out for some years 
entitled “Report of the Federal Trade Commission on Rates of Return 
(After Taxes) for 511 Identical Companies in 25 Selected Manufac- 
turing Industries, 1940, 1947, 1953.” 

Senator Kerauver. You are familiar with these statistics that 
Chairman Gwynne sent up here? 

Mr. LunpvaLL. Yes; I am. 

Senator Kerauver. Is that a correct report taken from the record? 

Mr. Lunpvau. It is as far as the years 1940, 1947, 1953 are con- 
cerned. That is taken from this report that I hold here. 

Senator O’Manoney. Do you have a copy of the document that 
Senator Kefauver has in his hand ? 

Mr. Lunpvauu. Yes; I do. 

Senator Witty. He has got possibly 1954 and 1955. You just said 
1953. 
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Mr. Lunpvauu. That’s right. I was about to say that we got the 
information out of this report for 1940, 1947, 1953, and then computed 
the information on the same basis for 1954 and 1955, because this 
was the last report the Commission put out on this subject. 

Senator Keravver. Mr. Chairman, is that report too voluminous to 
be filed ? 

Senator O’Manoney. Oh, not at all. I think we ought to have it, 
and we ought to have a copy for Mr. Rathbone. 

Senator Kerauver. Do you have another copy of that? 

Mr. Lunpvatt. I am sorry, sir, I don’t, but we can get one. 

Senator O’Manoney. You will furnish us with copies. 

(The document above referred to is as follows :) 





FEDERAL TRADE COMMISSION 


Washington, D. C. 


Report of the 
FEDERAL TRADE COMMISSION 


on 


RATES OF RETURN (AFTER TAXES) FOR 511 
IDENTICAL COMPANIES IN 25 SELECTED 


MANUFACTURING INDUSTRIES 


1940, 1947-53 


1197 
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PROJECTED CHANGES IN ANNUAL RATES OF RETURN REPORT 


The purposes of this report as originally conceived were to provide 
rates of return (1) on identical companies for years before and after 
World War II and (2) on fairly narrowly defined industries. With the 
passage of time the report has largely served the first of these pur- 
poses and may have become less useful for the second purpose because of 
the diversification of operations since World War II of the 50C or more 
companies upon which the report is based. Moreover, since most of the 
500 or more companies included in the report were selected because they 
published annual reports, some uncertainty exists as to how representa- 
tive they are of their respective industries. 


herefore, the Commission's staff plans to study the project with 
view to revising the rates of return report so that in the future it 
l provide more representative financial data on more specific indus- 
les. It is planned that the report will have (1) a wider and more 
representative industry coverage, and (2) the four largest companies in 
ach industry will be re-determined each year. As an initial step in 
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his direction, the rates of return reported in this issue for the four 
argest companies in each industry for the year 1953 are for the four 
argest companies as of 1953. The previous issues of the rates of return 
eport have used 1940 as a basis for identifying the four largest com- 
anies in each industry. 
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INDUSTRY RATES OF RETURN 


Average rates of return for all companies covered in each industry 
are presented in Table 1 and are shown graphically on Chart 1. #/ The 
principal conclusions to be drawn from these data can be summarized in 
two comparisons: (a) comparison of the most recent year, 1953, with the 
r year, 1940; and (b) comparison of the most recent year, 1953, 
with the previous year, 1952. 





*/Plug, smoking and snuff group, the least important industry in the study is not shown 
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Table 1 


Rates of Return (After Taxes) on Stockholders’ 


Investment, 


1948, 1949, 1950, 1951, 1952, and 1953 
511 Identical Corporations in 25 Selected Industries 
(Adjusted to Exclude Reported Accelerated Depreciation on Postwar Facilities) 


EMERGENCY OIL LIFT PROGRAM 


1940, 1947, 





























Industry 
Dairy ProGuctS .ccccccevsee eesere ° 
DOE. POON aig ko HES is huo.0 Wide ob Su od w0.8 18.1 
SE BS Geta > eneed eden bee os nan enee oe os ee 15.9/19.7 
BISSUICS S CRACMOTS caciccocscccceceseses 19.9116.7 ° 9 
ee ae Ee 19 13.9 /11.6 13.3|13.4|12.2 9.5 
SEEN 56love FE sbs ssp cnctios 0 h00sn eae 8 14.7}11.9]13.7 14.0/12.7 9.8 
CHIE Pies pedse ues ebedescccccees cet cces 8 8.9/10.6/ 9.2) 6.8| 6.5) 5.9 
Plug, Smoking & Baall.ic ..csvvcccvedevtwee 3 10.0] 8.0 cnn 9.5| 9.2 
F1OOr COVOTINE caccccscccccccvccccccsccccs 16 8.1 15.6 |17.0 | 8.8|12.5| 3.9 
Wool Carpets & RUGS ...........ceeseeeee 11 8.6 /15.8/18.3)| 8.4/13.6) 0.7 
Linoleum & Pelt: Base: é soos. sencdcccenssud 5 3/ 7.6 |15.5|15.7| 9.2/11.3| 7.7 
Paper & Allied Products sccecccccccccecces 105 4/ 9.8 |21.6 18.5 |12.2]16.1|14.9 
Industrial Chemicals (incl. Rayon) .......| 32 14.0 |17.4]19.1 |17.8 |23.1|17.1 
Industrial Chemicals ......csecseseesecs -| 27 14.6 |17.2 |18.8 |18.5/23.7/17.7 
RE nathan Citcobeeias t * ohne} 6-ded 4 a. eoce dein’ 5 5/ | 8.7/18.9/21.5 12.4)18.1 12.2 
Soap, Cleaning & Polishing Preparations ..| 7 17.5 [22.9 /16.1) 6.5}18.1/10.6 
Pebehecn POCIRINE 6 onc sc cnkisscccrsesses 38 6.7 |14.5|19.4 |12.6}14.3]15.7| 
PITS We Tamer TOG sos case ciccuscscopeaks 15 9.1/15.3/13.8) 9.0/17.1/16.8 
Flat Glass, Glassware (Pressed or Blown) .| 12 11.7 /15.3/14.9 |18.2/21.0|14. 
Abrasives, Asbestos, & Misc. Non-Metallic | 
PELNOTOS PROGUCER cscs csc cs cheese eces 15 14.5 /14.8 |16.1 /13.3/19.9 /16.5 
Blast Furnaces, Steel Works, Rolling Mills | 35 8.2 11.8 |14.3|11 6} 15 0)12.5) 
Primary Smelting & Refining Non-Ferrous 
PIED cc SNS eek es sie shekcetocusccéseteuses 19 }10.6 |14.2 15.0] 8.2113.6/13.1 
| } 
Tin Cans & Other Tinware ..........see000- 5 9.4 /10.5/11 6|10.0]11.8 10.4 
j i | 
MSINGS BPI boc cdicn wesc ccccccstvocn 13 13.7] 5.0/16.9 }10.9/12.1 
Office & Store Machines & Devices ........ 15 13.2 |24.9 24.0 /17.8/19.1 
Electrical Machinery, Equip. & Supplies ..| 68 6/ |14.3 |20.0/19.1 15.8 |21.2 
Motor Vehicles & Motor Vehicle Equip. -| 55 16.9 |19.6 |24.4 |26.9 |29.7 
i ECE ions ss epneup oo eons skée oe 17.3 |19.7 25.1 |29.4|31.7| 
Motor Vehicle Equipment .... 14.819 «1 |15.9|20.5 
hdd nn daraweds Cds onc0necek svar ed 5.3 











*For full data on earnings, stockholders’ investment, 


1/ Includes 16 companies for 1953, because of merger of Creameries of America with Beatrice 
Foods. 

2/Includes 15 companies for 1953, because of merger of Purity Bakeries Corp. and American 
Bakeries Co 

3/Includes four companies for 1951, 1952 and 1953, because of merger of Delaware Floor 
Products with Congoleum-Nairn. 

4/Includes 104 companies for 1951, because of merger of Soundview Pulp Co. with Scott Paper 
Co.; 103 companies for 1952 because of merger of Missisiquoi with Standard Packaging Corp.; 
and 99 companies for 1953 because of the mergers of Munising Paper Co. with Kimberly-Clark 
Corp., St. Helens Pulp & Paper Co. with Crown Zellerbach Corp., Central Paper Co. with S. 
Warren Co., and Northern Paper Mills with Marathon Corp. 

S/Includes four companies for 1940, 1950, 1951, 1952 and 1953 because * merger of Nortr 
American Rayon Corp. and American Bembarg Corp. with Beaunit Mills, Inc Pri thereto, 
Beaunit was classified in a different industry, textile mill products 

6/ Includes 67 companies for 1953 because of merger of Chicago Electric Mfg. Co. wit ilex Co. 

7/Includes 16 companies for 1953 because of merger of Auto Car with White M r ¢ 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 


FOR 508 IDENTICAL CORPORATIONS 
IN 24 SELECTED INDUSTRIES 
1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS INVESTMENT 
FOR 508 IDENTICAL CORPORATIONS 
IN 24 SELECTED INDUSTRIES 
1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 
FOR 508 IDENTICAL CORPORATIONS 
IN 24 SELECTED INDUSTRIES 
1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 


FOR 508 IDENTICAL CORPORATIONS 
IN 24 SELECTED INDUSTRIES 
1940, 1947 - 1953 
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Comparison of 1953 with 1940. 


Profit rates of the companies studied were higher in 1953 than in 
the prewar year of 1940 in eleven of the twenty-five industries. The 
industries in which the reporting companies showed profits which were 
lower in 1953 than 1940 were: cigarettes; cigars; plug, smoking and 
Snuff; wool carpets and rugs; linoleum and felt base; rayon; soap, 
cleaning and polishing preparations; abrasives, asbestos, and related 
products; primary smelting and refining non-ferrous metals; tin cans 
and other tinware; engines and turbines; office and store machines and 
devices; motor vehicles; and motor vehicle equipment. 


The industries in which the reporting companies showed the most 
substantial increases in their rates of return from 1940 to 1953 were: 


petroleum refining, from 6.7 to 13.8 percent; and tires and inner tubes, 
from 9.1 to 13.1 percent. 


Comparison of 1953 with 1952. 


Rates of return for the reporting companies for 1953 were higher 
than in 1952 in nine of the 25 industries, were the same as in 1952 for 


three of the industries, and were lower in 1953 than in 1952 for thirteen 
of the industries. 


The nine industries for which rates of return for 1953 were higher 
than those for 1952 were dairy products; cigarettes; cigars; wool carpets 
and rugs; linoleum and felt base; flat glass, glassware; blast furnaces, 
steel works, rolling mills; tin cans and other tinware; and electrical 
machinery, equipment and supplies. The industries in which the reporting 
companies showed the greatest increase in their rates of return in 1953 
over 1952 were: wool carpets and rugs, from 2.3 to 4.4 percent; flat 
glass, glassware from 12.7 to 13.8 percent; and blast furnaces, steel 
works, rolling mills from 8.8 to 11.2 percent. The rates of return in 
the other six industries in which increases were noted showed increases 
in their rates ranging from .2 to .7 percent in 1953 over 1952. For the 
thirteen industries in which rates of return were lower in 1953 than in 
1952, the decline ranged from only .1 to 1.7 percent. 


Table 2 shows that profits before taxes for 511 companies increased 
10 percent from $11,360,000,000 in 1952 to $12,537,000,000 in 1953. 
After taxes, profits increased 8 percent from $5,738,000,000 in 1952 to 
$6,225,000,000 in 1953. For the 511 companies combined income taxes in 
relation to profits were 50.3 percent in 1953, compared with 49.5 per- 
cent in 1952. The table shows that in 1953 there were increases in 
profits before taxes for the reporting companies in 15 of the 25 indus- 
tries. The industries in which the reporting companies showed the 
greatest increases in profits before taxes were: blast furnaces, steel 
works, rolling mills with 71 percent; cigars 25 percent; cigarettes 21 
percent; tin cans and other tinware 21 percent; and wool carpets and 
rugs 19 percent. In the industrial grouping of the reporting companies 
showing decreases in profits before taxes in 1953, the greatest percent- 
age of decreases were in the engines and turbines group, and soap, 
cleaning and polishing preparations group, each showing a 14 percent 
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decrease. For the 15 industrial groupings of the reporting companies 
Which showed increases in profits before taxes in 1953, fourteen also 
shqwed increased profits after taxes. Of these fourteen industrial 
groups of reporting companies showing increased profits after taxes, 
three groups showed the greatest increases, namely, wool carpets and 
rugs 80 percent; blast furnaces, steel works, rolling mills 34 percent; 
and cigars 25 percent, over 1952 profits after taxes. 


A comparison of the rates of return on stockholders' investment for 
1952 and 1953, before provision for Federal income and excess profits 
taxes, with the rates of return for those years, after taxes, is provided 


3 
by Table 3. 
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Table 2 


Profits of 511 Identical Corporations in 25.Seiected Industries 
1952 and 1953 


(Amounts in Millions of Dollars) 










| Profits Before Taxes | Before Taxes 
Industry Group 
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Profits After Taxes 



















































































reotdevedcedcuncses 17 13 
0 Hoe Me Cid o's of 22 2 
potas 0 0 ou pie ict 16 5 
oversee eeeonce 6 <a 
TODACCO PLOGUCTS .eseseesvecevees 19 + 13 
Cigarettes ....... donee viiwdihe chee 8 + 13 
CASOTE ctu a cb ekadanah ogmbes oe ° 8 + 25 
Plug, Smoking & Snuff ........ as 3 -0- 
FOOTY COVETINGE wececerecccerccecs > 16 , + _7\+ 17 17 23 | + _6}+ 35 
Wool Carpets & RUGS .......eeeeee 11 16 19} + 3\+ 19] 5| 9\+ 4\+ 80 
Linoleum & Felt Base ......seeece 5 26 30|+ 4\+ 15 12 14/+ 2\+ 17 
Paper & Allied Products .......... 105 7ll| 7OOjJ- llj- 2) 309] 32lj+ 12l4+ 4 
Industrial Chemicals (incl. Rayon) | 32 1305] 1362/4 S7i+ _4 558 S92i+ 34/+ 6 
Industrial ChemicalS ....e.seseee 27 1230} 1294) + 64|+ 5) S22 559\¢ 37\+ 7 
RAYON cccccccs oducts debs debwhda ° 5 | 75) 68} - 7\i- 9 36 | 33/- 3\i- 8 
Soap, Cleaning & Polishing Prepa- | | 
FOUIONG ce ccccdccecpotbcogcepecdce 7 117 101} - 16 j- 14| 57 | 5l1i- 6\- 11 
Petroleum ROTININE .cccpececccsace 38 2917| 3183|}+ 266/+ 9} 2065 2242\+ 177\|+ 9 
} 
Tires & Inner Tubes ..........0e. 15 432) 414/- 18j- 4 182} 185\+ 3i+ 2 
Flat Glass, Glassware (Pressed or 
BLOM) leevesvcdenscdec Tosee enews 12 193} 220)+ 27)|+ 14 83 | 96/+ 13]+ 16 
Abrasives, Asbestos & Misc. Non- | 
Metallic Mineral Products ....... | 15 130 135] + 5 |+ 4) 62 61)- li- 2 
| | 
| on 959| 1639|/+ 680|+ 71} 529] 709|+ 180|+ 34 
Prima | | 
POrreus Metals 1.0 dcbSe ccc Sebic ccs | 19 | S42) S22/- 10 ]- 2| 298} 289/- 9i- 3 
T ans & Other Tinware ......... 5 81 98)+ 17/421) 42) 49/4 7\+ 17 
Engines & PUREE ccccdtescccvsces! 13 78 | 67) - 1] j- 14 | 28 | 27 \- li- 4 
Office & Store Machines & Devices | 20° 4 197} 197 -0- | -0- | 89 | 85 |- 4\- 4 
| | 
Electrical Machinery, Equipment & | 
ROUEEN Sesto ahatsssaspastesesh .| 68 962] 1018]+ 5 } 6| 376] 412|+ 36|+ 10 
Motor Vehicles & Motor Vehicle 
DOUITMONE occ cepensvccebncrssccbs | SS | 2156) 2204)+ 46/+ 2) 805 819/+ 16/4 2 
Motary Vehiches .. dv dids...dadde~pe | 17 | 1875} 1913}4 36+ 2] 694) 702/4 8l+ 1 
Motor Vehicle Equipment .......+. 38 283} 29li¢ er 3 109 | 117)+ Bi+ 7 
Matches ...cess- yocsvees Jee cevess hel =e 11 10}- z Nate ny 6|- _1}- 14 
Total 25 Industries ......... 511 Thise 12537|+ 1177 |+ 10 | 5738 | 6225 |+ 487 |+ 8 








an 





Se eee 
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Table 3 


Rates of Return on Stockholders' Invescment 
511 Identical Corporations in 25 Selected Industries 
1952 and 1953 







Industry Group 


Dalry PrOGucts .ccccccccccccccccccce 





Bakery ProductS ...++....«+- Powe cve sett kecdus kn nh ceBne ce cosa 22,8 
BONE ic erePeeboccesWoccsicediteccedcotocess Pcecbecsivecaced 20.6 
Pe Se GUE och Se rede Scere dd econdsvccdaccoeseaced 22.7 

TODOCET POGUGesS .ccscccecsescceccccces S00 dea ee Eee cedeed 18.5 
DED duis 00040 ccc} hep Od Fcc cactisces Gesaveod ih icetacs 19.0 
CUBREE -c.c.cndesccceqgoves Sans Sad pore ct Svan diliet<dtcedevesdes a. 20.1 
EE 636 ne Baines 6 osiade se Mind 6 9 Ga0 Quies . + 18.6 

Floor Covering ......... bane dean es seeeuneed ce. bhi ebe ne ctewe 10.6 
WOOD Carpets "| RUGS .ccccccsscccccsccccccces Cevecesceveves e 7.5 
LAnahe B PORE, DOGG sc 6c c oiides ve Kewsscccecvecs dee SSCs 0 we’ 14.0 

Paper & Allied Products .......e..e.0. egpece awe pic cc 0 SU) cc ceee 22.4 

Industrial Chemicals (incl. Rayon) ....eccscsees jieshansabed 28.1 
TNGUSTTIAL CHOMICELS . odcccsvacccccccsecce Leip Ob nae eee open 29.3 
PRG Die cacdiewbcodevincadcbessds cereccsccces boeeparceceabes 16.4 

Soap, Cleaning & Polishing Preparations .....ccssecceevccees 20.0 

Petroleum Refining .....ceecees Cn SeesHSOead pede ovdsecscveeoed 18.3 

Tires & Inmer Tubes ....cccccccscccee gveccese eseovcveccocoes 26.6 

Flat Glass, Glassware (Pressed or Blown) ........ Pevcvcccece 24.5 

Abrasives, Asbestos & Misc. Non-Metallic Mineral Products ..| 24.4 

Blast Furnaces, Steel Works, Rolling Mills ......... Sisvccam 2460 

Primary Smelting & Refining Non-Ferrous Metals ...........0. 18.3 









Tin Cans & Other Tinware ........ eee 
Engines & Turbines ......seeecsceess 
Office & Store Machines & Devices ......cceeescccccccccccecs 


Electrical Machinery, Equipment & Supplies ..........sssse0% 


Motor Vehicles & Motor Vehicle Equipment .........eeeseeeees 
Motor Vehicles ........e06- 





27.0 


24.2 


23.4 


17.6 


16.8 


23.5 











After Taxes 








13.8 


12.5 


11.2 


10.4 


9.1 


11.2 
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RATES OF RETURN FOR FOUR LARGEST COMPANIES 
AND FOR OTHER COMPANIES IN EACH 
INDUSTRY GROUP 


The profit rate for each of the industries covered is, of course, 
a composite of the rates for the various companies falling in that 
industry. In Table 4 and Chart 2 the profit figures shown in Table 1, 
have been broken down between the four largest companies and "other" 
companies covered in the report.1/ The results of this breakdown lend 
themselves particularly to two types of analyses: (1) a comparison of 
the actual level of profitability of the large companies and the other 
reporting companies in the postwar period and (2) a similar type of 
comparison for the postwar as contrasted to the prewar periods. 





Since the number of small corporations for which financial state- 
ments are available throughout this entire period is limited, particu- 
larly in the case of the smallest firms, the concerns in the "other" 
group do not include the smallest companies. An indication of the 
relative size of the companies in this "other" group and of the companies 
in the group of four largest companies in each industry is given in Ap- 
pendix Table 4. This table shows for each industry the range in invested 
capital for each size group, together with the averages of invested 
capital for the companies included in each size group, for the year 1953. 


It also shows the corresponding rates of return on invested capital in 
that year. 


i/Four largest companies in each industry determined on basis of total assets of companies 
in 1953. In comparing rates of return between the four largest and all other reporting com- 
panies, it is necessary to eliminate the match and tobacco, plug, smoking and snuff industries, 
owing to the small number of companies covered in those fields. This reduces the number of 
industries covered to 23 and the number of companies to 505. 
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Table 4 


Rates of Return (After Taxes) on Stockholders' Investment, 
1940, 1947, 1948, 1949, 1950, 1951, 1952 and 1 
505 Identical Corporations in 23 Selected Industries 
4 Largest Companies and Other Reporting Companies 
(Adjusted to Exclude Reported Accelerated 
Depreciation on Postwar Facilities) 


4 
JOO* 





Rate of Return After Taxes 











Bakery Products (Bread) | 


4 Largest Companies ./ 6.0 |15.5]| 20.6 





| 6 |14.2 |13.5 [10.6 | 10.7 |11.4 

le Other Companies ...}12.5 | 16.6] 18.2 | 16.5 115.2 tot 2]10.6 | 9.5 
om a | | 4 AN TAR LAA 

Total 16 Companies | 7.7 |15.9] 19.7 115.1 &.2. 1130.8 1 10.% 110.7 





Biscuits & Crackers 
3 Largest Companies .| 8.7 |21.1| 18.7 |17.6 |15.6 |11.9 }12.1 }11.8 
4 Other Companies ...|-7.7 1.1 }-27.2 }-17.1 | 1.8 | 8.3 | -2.3 |-9.4 
Total 6 Companies .| 8.5 |19.9| 16.7 |16.5 |15.2 |11.9 {11.7 |11.2 
Cigarettes | | 
4 Largest Companies .|15.2 |12.7]| 14.5 |14.3 |12.9 |10.0 | 9.5 |10.0 
4 Other Companies ...|10.6 6.2 7i4 banee Lice t- Tat fod. ae 
Total 8 Companies ./14.7 |11.9] 13.7 | 14.0 |12.7 | 9.8 me i: 
Cigars 
4 Largest Companies .| 9.4 /]12.7] 10.9] 7.1 | 6.8 | 6.1] 5.5] 6.1 
4 Other Companies ...| 3.9 |-6.2]-5.7| 3.7] 3.3 | 3.7| 2.8 | 2.5 
Total 8 Companies .| 8.9/10.6| 9.2] 6.8] 6. 9] 5.2 ‘ 
oe : | 
Wool Carpets & Rugs | | | 
4 Largest Companies ./| 8.8 | 15.0] 17.1 3.1 112.4 |-0.4 | 0.1] 3.£ 
7 Other Companies ...| 8.3 |18.5| 22.0] 9.3 116.9] 3.6] 8.2] 6.5 
Total 11 Companies 8.6 |15.8] 18.3 8.4 113.6 0.71 2.3 4.4 





Linoleum & Felt Bas 
2 Largest Companies . 


7.6 115.3 | 18.8 | 10.6 | 11.€ 2. a 7.9 
3S Other Companies ...| 7.5 |16.1] 15.0 5.8 9.0 7.6 5.6 | 6.0 
Total 5 Companies .| 7.6 |15.5 | 15.7 9.2 111.3 7.7 Ton A Tet 








Paper & Allied Products 











4 Largest Companies .| 9.7 . 18.9 |14.2 |17.0 |14.7 2-0 112.4 
101 Other Companies ...]| 9.9 6 


www 
mM OO 


ae 


12.0 
18.4 }11.3 |15.7 9.0 {11.3 |10. 
1 


Total 105 Companies] 9.8 18.5 2.2 116.1 |14.9 
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Rate of Return After Taxes 
| 1940 [1947 1949 [1950/1951 








Industry 1953 









Industrial Chemicals 
16.0]18.0 
10.9115.3 





7D ee ee eee 


235 Other Companies 


Total 27 Companies ...... 14.6|17.2 
Rayon 
2 Largest Companies ....... 7.4|17.5 0.0| 6.9 
3 Other Companies ......... 13.0 /24.1 6.3)10.7 
Total 5 Companies ....... 8.7118.9 9.0} 7.9 


ip, Cleaning & Polishing 


renaratione 
baravic 


4 Largest Companies ]/ ....|17.7/25.5 12.1)12.0 
Other Companies 2/ ...... 16.4]15.3 3 


Total 7 Companies 2/ ....|17.5|22.9 


Petroleum Refining 
4 Largest Companies 8.11/13 





pe ee al 3.0 )}14.2)13.9 
34 Other Companies ......... 5.1116.2 5}13.4]/13.8 
Total 38 Companies ...... 6.7/14.5 113.8/13.8 
| 

Tires & Inner Tubes | 
4 Largest Companies ....... | 9-1 15.3]14.5 10.3 |17.2|17.3|14.7/13.9 
1l Other Companies ......... 8.5115.5|10.2] 2.5116.5|14.0} 9.0] 8.6 
Total 15 Companies ...... 9.1]15.3]13.8] 9.0/17.1}16.8)13.8|13.1 


Flat Glass, Glassware 





! 

(Pressed or Blown) 
4 Largest Companies ....... 14.3/16.9/17.0] 20.7/23.5 16.2/14,0)15.0 
3 Other Companies ......e0. 5.3/10.2) 7.7 8.6}10.9| 9.4] 7.2} 8.5 
Total 12 Companies ...... 11.7/15.3}]14.9] 18.2 /21.0|14.9/12.7/13.8 


Abrasives, Asbestos & Misc. 
Non-Metallic Mineral 
Products 























| | 
4 Largest Companies ...... -| 14.0}14.1]16.2 14.3|21.0|17.5|14.9]13.6 
ll Other Companies ......... 15.6{16.7|15.8/] 10.5)17.0j13 7| 9.8) 9.4 
Total 15 Companies ...... 14.5}14.8/16.1| 15.3/19.9 16.5|13 5|12 5 

Blast Furnaces, Steel Works & 

Rolling Mills 
4 Largest Companies ....... 8.0/10.0]12.3] 10.8]13.7}]11.3] 8.2)11.0 
31 Other Companies .......-- -| 8.6/15.5]18.4] 13.2}17.7/14.6| 9.8)11.5 
Total 35 Companies ...... 8.2}11.8/14.3} 11.6]15.0/12.5| 8.8/11.2 
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Industry 1951 1953 


Primary Smelting & Refining 
Non-Ferrous Metals 
4 Largest Companies ..... 
15 Other Companies ....... 
Total 19 Companies .... 


Tin Cans & Other Tinware 











2 Largest Companies ..... 12.3 
3 Other Companies ....... 4.2 
Total 5 Companies ..... 11.8 
Engines & Turbines 
4 Largest Companies ..... 11.6 
9 Other Companies ....... 13.0 
Total 13 Companies .... 12.1 
Office & Store Machines & 
Devices 
4 Largest Companies ..... 19.9 
11 Other Companies ....... 17.3 
Total 15 Companies .... 19.1 
Electrical Machinery, 
Equipment & Supplies 
4 Largest Companies ..... 22.5 
64 Other Companies ...... . 18.9 
Total 68 Companies .... Slee 
Motor Vehicles 
4 Largest Companies 4/... 34.5 
13 Other Companies ....... 7.6 
Total 17 Companies .... $1.7 
Motor Vehicle Equipment 
4 Largest Companies ..... 22.1 
34 Other Companies ....... 19.3 
Total 38 Companies .... 20.5 


17.5/15.6 
15.8/11.4 
17.0)14.4 





*/For full data on earnings, stockholders' investment, etc., for 4 largest and other com- 


panies, see Appendix Tables 2, 3 and 4. 
- Denotes loss. 


1/Does not include industry's third largest corporation, for which financial data are not 


published. 


2/The “other" companies in the soap industry include the industry's third largest firm, 
which does not publish financial statements. In order to avoid disclosure, this firm is in- 
cluded with the smaller companies, some of which also do not publish financial statements. 

3/In 1947, Continental Motors reported a net loss of $9,916,000, or 50.7 percent of its 
stockholders' investment, a loss which was regarded as temporary and attributed to heavy 
reconversion expenses. Excluding this corporation, the rate of return for the engines and 
turbines industry was 14.4 percent, as contrasted to 5.0 percent including this firm. 

4/Individusl company data are not published by the second largest company which is not 


included in this report. 
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Chart 2 
RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 
FOR 4 LARGEST* & OTHER REPORTING COMPANIES 
IN 23 SELECTED INDUSTRIES — 1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 
FOR 4 LARGEST & OTHER REPORTING COMPANIES 
IN 23 SELECTED INDUSTRIES — 1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS’ INVESTMENT 
FOR 4 LARGEST* & OTHER REPORTING COMPANIES 
IN 23 SELECTED INDUSTRIES — 1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS! INVESTMENT 
FOR 4 LARGEST & OTHER REPORTING COMPANIES 
IN 23 SELECTED INDUSTRIES — 1940, 1947-1953 
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RATES OF RETURN (After Taxes) ON STOCKHOLDERS! INVESTMENT 
FOR 4 LARGEST * & OTHER REPORTING COMPANIES 
IN 23 SELECTED INDUSTRIES — 1940, 1947-1953 
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Level of Profitability in the Postwar Period. 


During the postwar period, profit rates of the larger firms, i.e., 
the 4 largest corporations in each industry,l1/ were generally higher than 
those of the smaller corporations covered in this report. In 16 of the 
industries the large concerns tended to show a higher profit rate during 
the 1947-53 period than the s 
tionship prevailed in the fo 






ller reporting corporations. This rela- 


} ; ry 4 ~ ace 
lowing industries: 


Dairy products 
Biscuits and crackers 
Cigarettes 
Cigars 
Linoleum and fel 

Paper and allied products 
Industrial chemi 
Soar 

Tires a 
Flat glas 

Abrasives, asbestos, and misc. non-metallic mineral products 


, 
Tin cans and other tinware 


nd tubes 


s and glassware 





Office and store machines and de 

ol nt an) 4 ~ SA 2 - . + 
Electrical nery, equi nt, i 
Motor vehi 

fotor vehic 


Motor vehicle equipment 














Profit rates during the postwar years tended t igher in the 
ne] anr -4 r > A T< so Y 4 v ty fy We 4 . 
smaller reporting firms than in the large corporations in 4 industrie 
- , 
which are as follows 
re n = 
Wool carpets and rugs 
t - ~ ~ 4 - sa 
Blast furnaces, st NOrks, f ] 
Non-ferrous metals 
4 an 4 
Engines and turbines 
There was no clear differentiation during the postwar period betweer 
. Y 
r 4 © o> \ =) , ¢ } mal c . 
the profit rates of the large companies and those of ‘ naller re 
corporations in the remaining industries. 
In the most recent year, 1953, the large concerns showed higher 
of return than the smaller reporting corporati 1 f e & dus- 
T » r 2 4wn 1ot 714A + 5 ~ 4 
tries. In only 3 industries did e g corporations v 
rh ° _ 4 c . no a 4 
higher rates of return in that yer ncerns, re- 
nd n t Large 
- Prewar Periods 
Ar Itstanding characteristic of the industri I 1 
corporations studied is the continuation into the postwar 
relationship which existed between the largest and the smaller compante: 
during the prewar period. If the rat 
than the smaller firms in the prew the t t é I 
1/7Ex ding e Y ara ns which 7A “mana taal 4 > ai rat ants 
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profitable in the postwar period; and if the reverse was true in the 
prewar period, it continued to be true in the latter period. The fol- 
lowing 13 industrial groupings exhibited the same general relationship 
between the four largest and the other reporting companies in the post- 
war period as in the prewar period. 


Biscuits and crackers 
Cigarettes 

Cigars 

Linoleum and felt-—base 
Industrial chemicals 
Soap 1/ 

Tires and inner tubes 
Flat glass, glassware 
Blast furnaces, steel works, and rolling mills 
Engines and turbines 
Motor vehicles 

Motor vehicle equipment 


- 


Tin cans 


five of the industrial groups the relationship which existed in 
I ; riod was reversed in favor of the large corporations. In 
these groups the large companies were less profitable than the other 
ms in the prewar period but more profitable in the postwar 
hey were: 


Office and store machines and devices 
Abrasives, asbestos and misc. non-metallic mineral products 


, 
Electrical machinery 


There were only two industrial groups, wool carpets and rugs and 
non-ferrous metals, in which the smaller reporting corporations were less 
profitable in the prewar year but more profitable 





it in the postwar period. 
» . ‘ 
In the remaining industrial groups, it is impossible to make this 
type of comparison, either because of the practical identity of the 
¢ 


? 


profit rates of the large and smaller reporting corporations or because 
f extensive fluctuations in the relationships between the two during the 


METHODS 
ACCELERATED DEPRECIATION AND AMORTIZATION OF EMERGENCY FACILITIES 
In 1948 several companies adopted a policy, retroactive to January 
1, 1947, of computing depreciation on the cost of facilities constructed 


since the war on an accelerated basis. This “accelerated depreciation" 
is in addition to normal depreciations and is stated by the companies to 








> “other” companies in the soap industry include the industry's third largest firm, 
1 joes not publish financial statements. In order to avoid disclosure, this firm is in- 
ided with the smaller companies, some of which also do not publish financial statements. 
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be not presently deductible for inco 
summaries the reports for these comp 
nate the "accelerated depreciation." 

increasing the rate of earnings over 
basis of income as reported by the c 
wade only for the particular statist 


for this purpose these adjustments may not achieve the statistical 


parability that might be desired. T 

making comparisons between different 
making parisons between different 
acceler 
tory basis for comparing earnings of 

hich, though similarly situated, 
depreciation" policy. Relatively 
Consequently, adjustments have beer 
item. Appendix Table 5 compares ra 
adjustments for the industry groups 


comp 


na 


y 


The “accelerated depreciation" 
postwar facilities not covered 
provisions of Section 124A of the I 
visions of this eection emergency fa 
tificates of Necessity have been iss 
five years for tax purposes. 
of the companies for the 


the 


n 


eliminati 


on 


The principal sources of data u 


were financial statements submitted direc 


year 1940 the Federal Trade Commissi 
financial reports work, received fin 
proximately 4,500 manufacturing corp 
gram was transferred to the Office o 
ubsequently transferred back, a 

ssion and the Securities Ex 
receiving financial reports fr 
rations. The 5ll identical cor 
those companies which 
1940 and to the SEC or the FTC 
1953.1/ 


as 


and 
n ana 


But this report does not 
mitted financial reports to 
order to achieve reasonably 
industries for which data are | 
those industries in which the assets 
sented more than 50 percent of the t 
whole in 1940, 
industry's total 


over 


t 
adequate 
pre 


ser 


assets represented 


17In addition, the rates 


of return for some of the corporations which 


a/ Gib 


the t 


rears bu not in 


y the others were computed f 
trial Reports and Standard & Poor's Corporation 
holders. 


ave 
few companies have adopted this 
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DV 
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submitted f 
in 1947, 


all of 
hese agencies 


otal assets of 
The degree of coverage (i.e., the proportion of the 
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me tax purposes. In the 


anies have been adjusted 
The adjustment has the 
and above that computed on the 
ompany. These adjustments have been 
ical purposes of this report. Even 
com- 
of 


or 


following 
to elimi- 
effect of 


i 


he statistical problem is that 
years and, at the same time, 


companies. Resort to the use of 


ated depreciation by some companies does not provide a satisfac- 


one c 
ot 


mpany with 
adopted the 


that of others 
"accelerated 


n 
policy. 
made uniformly to eliminate this 
of return before and after 


affected. 
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nr 
UAC 


10 


Certificates 
Revenue Code. 

ties with respect to 
oe may be amortized over 
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in the study) exceeded 90 percent in the case of 5 of the industries 
studied, ranged from 75 to 90 percent in 11 additional industries, and 
ranged from 50 to 75 percent in 5 industries.1/ In each of the indus- 
tries surveyed, the coverage obtained is based upon reports from the 
larger corporations (including many corporations which would be regarded 
as "medium-sized" enterprises). In nearly all cases the uncovered seg- 
ment of the industry is composed of distinctly smaller business enter- 
prises. It should be recognized, however, that this coverage, although 


high, is not necessarily adequate to permit generalization for the 
industries as a whole. 


INDUSTRIAL CLASSIFICATION 


The 511 identical companies studied were classified into 25 indus- 
tries on the basis of their principal product made during 1946. The 
Standard Industrial Classification Manual, Vol. 1, Pt. 1, dated November 
1945, prepared under the direction of the Division of Statistical Stand- 
ards of the Bureau of the Budget, describes in detail the composition of 
each of the major industries used. 


STOCKHOLDERS' INVESTMENT 


The stockholders' investment consisted of the capital stock outstand- 
ing, paid-in or other capital surplus, earned surplus, minority interest 
in capital stock and surplus, and surplus reserves, less reported appreci- 


ation. 


Rates of return were computed on the average investment as of the be- 
ginning and end of each year. This procedure was followed in all cases 
the years 1940, 1948, 1949, 1950, 1951, 1952 and 1953, and in most 
s for the year 1947. Owing to the fact that the financial reports 
ogram was not in effect in 1946 for approximately 60 of the corpora- 
ns--which generally did not represent the largest firms studied--the 
nce sheet data were not readily available as of the end of 1946; and 
such cases, the end of the first quarter of 1947 rather than the end of 


urth quarter of 1946 were used in computing the averages. 





In the Commission's Industrial Financial Reports work for 1940, the 
amount of appreciation was ascertained from the reporting companies and 
was deducted in arriving at rates of return on investment. For such of 
these companies as are used in the current study, the average investment 
as of the beginning and end of the year 1940 has been adjusted to exclude 
appreciation. The same procedure has been followed in subsequent years. 
However, in 1953 the only company to report appreciation was E. I. du 
Pont de Nemours & Company. The amount reported by the company was 
$478,242,355 and reflected a write-up of $473,878,242 in the value of 
its investment in General Motors stock and $4,364,113 in the value of 
certain of its Canadian investments. The reported appreciation was de- 
ducted in computing the rates of return for the company. After the 








1/Owing the absence of adequate data, estimates of the coverage could not be computed 
for ew of the tndividual industries, namely, "bread," "biscuits and crackers," "ciga- 
rettes," "cigars" and “tobacco: plug, smoking and snuff," “wool carpets and rugs" and 
"linoleum and felt base"; but in all such instanc + be and were computed 
f the broader groups of which the individual 











‘ 
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F 
| 
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adjustment, the rate of return on the stockholders' investment was 22 
percent compared with 15.51 percent before adjustment. 


NET INCOME 


Net income represents the profit after deducting all normal and 
regular costs and expenses and after deducting Federal income taxes. 
For the year 1940 the income was, in all cases, reported on an annual 
basis; but for the years 1947, 1948, 1949, 1950, 1951, 1952 and 1953, 
it was reported on a quarterly basis for approximately 10 percent of 
the corporations, and in such cases it was necessary to add together the 
four quarters to arrive at the annual net income. In all other cases, 
annual reports were used to derive net income for 1947, 1948, 1949, 1950, 
1951, 1952 and 1953. This variation of method did not result in any 
significant differences in the results obtained. 


In order to reflect properly the results of the particular years' 
operations covered by this study, income and expenses of significant 
amounts that were applicable to prior years' operations and special 
reserves of a contingent nature were treated as surplus credits or de- 
ductions, and the reported net income was increased or decreased accord- 
ingly. In 1947, 1948, 1949, 1950, 1951, 1952 and 1953 the amounts 
appropriated from income for special reserves were substantial in less 
than 10 percent of the corporations studied. For the most part, such 
appropriations were made to provide for "contingencies," for possible 
future price declines in inventories, and for excessive current con- 
struction costs and higher replacement values of fixed assets. The net 
income reported by some of the companies was also adjusted for the 
reasons previously stated to eliminate accelerated depreciation. 
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APPENDIX TABLE 3 (Concluded) 











Rate of Return After Taxes 


1940 1947 1948 






Industry 








Motor Vehicles 4/ 

















General Motors Corp. .........+.. 20.28/| 27.13/1 19.9 
GET. RETR. v0 sb cite nee ss cacves 23.62/] 26.08/| 15.82/ 
Nash-Kelvinator Corp. .......... 30.4 28.1 1l.< 
SEUGOVRMET COrPs 6 ccc cscccceess 20.6 3.3 < 2.4 
Motor Vehicle Equipment 

Borg-Warner Corp. .........+++-- 25.3 26. 13.! 
a. a ee 9.4 18. 11.8 
Thompson Products, Inc.5/ ...... 113.1 13. 13.8 
ee Mas by Soc ot, cnc eedsse<¥ed [25.1 |25. 


a7. 








Denotes loss. = 
a/Adjusted to exclude reported accelerated depreciation on pos 
1/Fformerly Purity Bakeries Corp. thru 1952; name changed in 1953. 
2/Individual company data are shown only for corporations which issued annu 





ual fir cial 
statements. 
3/Excluding subsidiaries. 
4/Individual company data are not published by the second largest company which is not 


included in this report. 
5/Briggs Mfg. Co. was shown as one of the four largest compa! 


lles thru 1952; Briggs pur- 
chased by Chrysler Corp. in 1953. 
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APPENDIX TABLE 4 


stockholders’ Investment and Rates of Return (after taxes) 





Investment by Size Groups for 23 Selected Industrie: 
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APPENDIX TABLE 4 (Continued) 











Tires and Inner Tubes 
4 Largest Companies ............ 

1l Other Companies .............. 
Total 15 Companies .......... 





Flat Glass, Glassware (Pressed 
or Blown) 
4 Largest Companies ...........- 
8 Other Comp 





Abrasives, Asbestos and Misc. Non- 
Metallic Mir 
4 Largest 


7 
4 





Orr 
Otner 





Total 15 Companies .......... 


Blast Furnaces 

Rolling Mills 

4 Largest Companie: 

31 Other Companies ....... 
Total 3 


, Steel Works and 


© Companies ....... 


wo 


Primary Smelting and Refining 
Non-Ferrous Metals 
4 Largest Companies 
S Other Companies 


Total 19 





Tin Cans an 


Engines and Turbines 
4 Largest Companies 
9 Cther Companies ..... » 
Total 13 Companies 





Office and Stere Ma 
4 Largest Comp 
1l Other Compar 


i 
ai io Vompa 








Blectriom Ma nery, Equip.& Supplie@ 
4 Largest Companies ............ 

63 Other Companies .............. 
Total 67 Companies 


SIOCO POOP Sede cscddbedvscce 
4 Largest Companies 

12 Other Companies . 
Total i 












Motor Vel 
4 Largest Companies 
34 Other Companies 


Total 38 Companies 
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Mr. Raturone. I would appreciate very much, sir, having one be- 
cause I think we would like to have the opportunity to study the 
comparison. 

Senator Keravver. You have been filing these on Standard Oil of 
New Jersey for some time then? 

Mr. Lunpvati. That’s right. 

Senator Krerauver. Has there ever been any criticism or any sug- 
gestions that your computations were not correct ? 

Mr. Lunpvatyu. We have never had any. In fact, we have had re- 
quests from time to time for these reports because they were helpful 
to people who were interested in this subject. 

Senator Kerauver. They are generally circulated in the industry 
and to individuals? 

Mr. Lunpva.i. Yes, sir. 

Senator Keravuver. What Chairman Gwynne sent here is pertinent 
because Mr. Rathbone said that Standard Oil of New Jersey’s rate of 
return had been going down and the paper I have here shows that 
1954 compared with 1955 has Standard Oil of New Jersey, 1954, the 
percentage of returns 15.2, 1955, 15.8, is that correct ? 

Mr. Lunpvatu. Yes, sir. 

Senator Kerauver. And the four larger companies, 1954, 13.2 on the 
average, 1955, 14.1. is that correct ? 

Mr. Lunpva.u. That’s right; yes, sir. 

Senator Keravuver. That is all I wanted to ask. 

Senator O’Manoney. Did you prepare this? 

Mr. Lunpvaty. I did. I had this prepared under my direction. 

Senator OManonry. By whom did you have it prepared ? 

Mr. Lunpvati. Mr. MacDonald, who is in the room here. 

Senator O’Manonry. And where is Mr. MacDonald? Will you 
bring him here? Mr. MacDonald, give your full name to the reporter. 


STATEMENT OF SETH MacDONALD, FEDERAL TRADE COMMISSION 


Mr. MacDonap. My name is Seth MacDonald. 

Senator O’Manonry. You prepared this material which has been 
presented by Senator Kefauver? 

Mr. MacDonatp. Yes, | sir. 

Senator O’Manonry. From what sources did you prepare it? 

Mr. MacDonatp. Annual reports. 

Senator O'Manoney. Of the companies? 

Mr. MacDonavp. Of the companies. 

Senator OManonry. Where did you get the reports? 

Mr. MacDonap. I have them in my hand right now. 

Senator O’Mauoney. Where did you get them ? 

Mr. MacDona.p. The companies furnished them. The companies 
sent them to the Federal Trade Commission. 

Senator O°'Manonry. So that these were made upon information 
secured by the Federal Trade Commission from the companies? 

Mr. MacDonatp. Yes, sir. 
Senator O'Manonry. Now did Mr. Campbell want to ask a ques- 
tion ? 

Mr. Campreii. May I just ask one question? Did you include or 
discount minority interest when you computed this ? 
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Mr. Lunpvatu. We included the minority interest together with 
the capital stock, preferred stock, common stock, surplus and surplus 
reserves. In other words, we included the equity of the stockholder 
in the company. 

Mr. Campse i. Including the minority interest and the minority 
held 

Mr. Lunpvauy. That's right and we adjusted the income to reflect 
the minority interest. 

Senator O'Manonry. What do you define as “minority interest,” 
Mr. Campbell ? 

Mr. Campse... For example, sir, the ownership in Creole Petro- 
leum Corp. The Jersey interest in the Creole Petroleum Corp. is 95 
percent. Computing the return on the investment, you take the 
95 percent stock ownership and in consolidation you pick up only 
95 percent of that return. 

Senator OMationry. You make allowances for that ? 

Mr. Lunpvauu. We pick it up, the entire 100 percent. 

Mr. Camesetn. That is the point. That accounts for the differ- 
ence. 

Senator Keracver. Let's see if you have got that right. You treat 
it as a wholly owned subsidiary ? 

Mr. Lunpvau.. We treat it as Standard Oil of New Jersey as a 
consolidated entity and we gave effect to the entire capital invested 
by the stockholders, including those stockholders of Standard Oil 
companies and the minority interest in a subsidiary. 

Senator Keravver. If the interest in a subsidiary was not a whole 
interest, you only included that part of the interest that it had, in 
the earnings / 

Mr. Camppe.y. I understand, sir, he is saying the opposite. 

Senator Keravver. Just let me see what he is saying. 

Mr. Lunpvauti. What I was trying to say was that we included 
not only the 95 percent interest in the company, but the 5 percent 
minority interest as well. 

Senator O'Manonry. The minority interest then is not Standard 
interest ? 

Mr. LunpvaLui. You see, on a consolidated balance sheet the mi- 
nority interests would be represented not as stockholders of Standard 
Oil of New Jersey, but stockholders of those stockholders who have 
the minority interest. 

Senator Kerauver. You mean in that illustration, would you ex- 
clude the earnings of the 5 percent in your consolidated report ? 

Mr. Lunpvatu. That is set up as 5 percent in the report, and we have 
included that along with all the other capital stock outstanding. 

Senator Witry. They had probably better get together then. It 
is a very simple matter. 

Senator O’Manoney. The testimony of Mr. MacDonald to me is 
that in making this table they ‘ook into account the total returns, the 
total profits, the total earnings of Creole and not the 95 percent which 
Standard did. 

Mr. Campnet.. That is the point. 

Senator OManonry. Thank you very much. 

Mr. CampPBe.i. May I just state for the record, sir, that ours does 
exclude the minority interests. 
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Mr. Lunpvauu. And ours includes it. 

Senator O’Manoney. Thank you very much, Mr. Lundvall. 

Senator Witey. Mr. Chairman, because we are going to dispose of 
Mr. Coleman, apparently tonight, I just want to get his general reac- 
tion which I think he gave once before, in reply to a question by Sen- 
ator Dirksen, because we are here to get the truth and get the facts. 

We faced a situation in Europe which had to be met. Is it your 
judgment that under MEEC the best job was done that could be done 

y any group or any combination under those circumstances ? 


STATEMENT OF STEWART P. COLEMAN, CHAIRMAN, MIDDLE EAST 
EMERGENCY COMMITTEE, ACCOMPANIED BY FOWLER HAMIL- 
TON, COUNSEL; AND MONROE RATHBONE, PRESIDENT, STAND- 
ARD OIL COMPANY OF NEW JERSEY, ACCOMPANIED BY NICHOLAS 
J. CAMPBELL, ASSOCIATE GENERAL COUNSEL—Resumed 


Mr. CotemMan. It is, sir. 

Senator Witey. And was there any purpose except to meet the situ- 
ation head on, so that Europe would not be what you might say para- 
lyzed or partially so economically ? 

Mr. CoLtemMAn. That was the sole purpose. 

Senator Wey. One other question. I understood from what you 
said today that the price increase—and you are going to furnish data 
showing the justification for it—that in each case, that in each country 
of the 17, no increase was made until the authority in that country 
approved the increase under the information you gave them. 

Mr. Coteman. That is with respect to our own company. I can’t 
speak for the other companies. 

Senator Witey. That is what I mean. 

Mr. Coteman. Yes, sir; Jersey. 

Senator Wixey. You say that is in relation to your company ? 

Mr. Coreman. And its affiliates. We don’t deal with prices or 
commercial matters in MEEC, so I do not know about the other 
companies. 

Senator Witey. The point I am getting at is everyone felt there was 
a great deal of injustice when prices went up. 

Mr. Coteman. Yes, sir. 

Senator Witey. What we are looking for is whether there is jus- 
tification for the same and, if so, what the facts are. 

Mr. Coteman. Right. 

Senator Wutey. If the authority in that country that had the right 
to say that prices should be increased, after evaluating the facts that 
you presented, said they could be increased, then I think that is a very 
important fact. 

Mr. Coteman. It is a fact. 

Senator Wirey. It should be thoroughly publicized so that mis- 
understanding is not created, because in my humble opinion the trouble 
with the world today is that there is too much misunderstanding and 
not understanding. 








EMERGENCY OIL LIFT PROGRAM 1235 


Mr. Coteman. I agree with you. 

Senator Witey. That is the only question I have to ask, Mr. Chair- 
man, at this time. I have got to leave you. I am sorry that I can’t 
wait and hear your testimony. 

Senator O’Manonry. Mr. Rathbone has some statement that he 
wants to make to you. 

Mr. Ratipone. Senator, I just would like to make one point, sir. 

In Mr. Coleman's response to your question, you asked a categorical 
question, as I understand it, in all the countries in Europe as to whether 
the price increases that were made had been approved by the 
governments. 

Senator Witry. Or the proper authority. 

Mr. Ratrupone. Or the proper authority. There are a few countries 
in which there are no price controls, so that there is no extant author- 
ity to act that way, but it is my understanding from the reports that 
I have had from our people over there that in those countries there 
is what might be called an unofficial look at the prices by government 
people, but there is no official government authority that can approve 
it in a few countries. 

Senator Wivey. Can you give the exhibit showing what countries 
there is official and what countries there is not official approval ? 

Mr. Ratrupone. Yes, sir. I can do it right now if you would like, 
but I would be glad to put it in the record. 

(The information referred to follows :) 


CONTROLS ON PETROLEUM PRICES IN EUROPE 


(1) Countries where government controls prices: Austria, Denmark, Finland, 
France,’ Italy,’ Malta, Norway,’ Portugal, Spain, and United Kingdom.’ 

(2) Countries where prices are not controlled but where government may 
intervene: Belgium, Netherlands,’ and Sweden. 


(3) Countries where there are no price controls: Germany and Switzerland.’ 


Senator Carrot. Mr. Chairman, while we are on this point, I don’t 
want to interrupt Mr. Rathbone, but I think he can be halnaal because 
it relates to the price thing on this question of facts. 

We have a document here called the Arabian American Oil Com- 
pany Accounting ¢ eaten Financial Statement for the Year End- 
ing December 31, 1955. This was subpenaed by this committee. I 
don’t want to miss this opportunity with all this fine talent here in 
accounting. I have the financial statement of this company and I 
think it can be agreed the record shows 30 percent of Arabian Ameri- 
can Oil Co., is ow vned by Standard of New Jersey, 30 percent by Stand- 
ard of C alifornia, 30 percent by Texas, and 10 percent by Socony. Is 
that substantially correct ? 

Mr. Rarupone. That is correct; yes, sir. 

Senator Carrott. Mr. Chairman, we have been trying for a long 


' Equalization funds created by government to compensate for increased costs. 

* Ministry of Fuel and Power have authority by act of Parliament. but this was not 
exercised until Suez crisis developed. This is expected to be withdrawn as soon as Suez 
situation settled. 


’ Prior notice given to government. 


90507 O—57—pt. 2——-26 
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time, at these hearings to get some idea of what we mean by depletion 
allowance in dollars and cents. 

In this financial statement which I offer for the record and from 
which I am going to read, the current assets of Aramco in 1955 
were $264,278,000. In round figures for the purpose of this question 
let's say $264 million. The total earnings in 1955 were $724 million. 
These are in round figures. This is the important point, Mr. Chair- 
man. 

Senator Witey. How much ? 

Senator Carro.i. $724 million in 1955. 

Senator Witey. Three times its capital ? 

Senator Carroiu. I will come to that in just a moment. Now as 
we separate from the expenses—and I think the Senator from Wis- 
consin mentioned this this morning—when they drill they hit a dry 
hole, there is an operating expense washed off. This is the expense, 
operating pipeline and terminal, exploration and development, de- 
preciation, losses, royalties, and rentals. When they got through 
that total was about $259 million written off. 

Then the payment to Saudi Arabia on income taxes was $192 mil- 
lion, almost $193 million. The important thing—and I stand for 
correction here, but you experts if I am wrong in my analysis of this 
thing will so correct me—when you pay income taxes to Saudi Ara- 
bia, you get credit dollar for dollar, not a deduction, but you get 
credit, is that right? 

Mr. Ratusone. If the income tax is approved for foreign tax credit 
by the Treasury Department, that is entirely correct. 

Senator Carrot. That’s right, dollar for dollar, not deduction but 
credit. 

Mr. Ratupone. That's right. 

Senator Carrotu. So therefore we have a net income before deple- 
tion. I am speaking of the same statement now—of $464 million. 

Now, we are getting down to what we call the nub of it; the deple- 
tion allowance on this operation in 1955 as computed by the staff 
experts of this committee, based upon gross sales less royalty, based 
upon production which is applicable to deplecion allowance, was al- 
most $122 million. We find that the net earnings of this company 
were $272 million. 

Did the United States Government get any money in taxes? They 
did not. They gave away, by virtue of the law, $121 million. 

They permitted the income tax to Saudi Arabia to be credited dol- 
lar for dollar in a sum of $192 million. 

But in addition to that, Saudi Arabia got royalties of $78,461,000. 
This is the first time on the record in this hearing in these many 
days when we have any indication of what we are talking about in 
oe allowance on foreign oil. 

don’t know, and I may ask this question of Mr. Coleman and 
Mr. Rathbone, how big is Aramco in relation to the holdings of 
the other giant companies that have holdings in the Middle East 
area, percentagewise / 
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Mr. Ratrusone. Measured in terms of oil or its earnings? 

Senator Carrou. In terms of its sales. 

Mr. Ratusone. The production from Aramco, the last figure I saw 
before the Suez crisis, was in the order of a million barrels a day. 

Senator Carrot. How does that compare with the holdings of 
some of the others? 

Mr. Rarupone. It is pretty close to the amount of oil that is pro- 
duced in Kuwait. That is roughly a million barrels a day. I think 
the production in Iran was in the order of a half million barrels a 
day or 600,000 and the production in the country of Iraq was prob- 
ably 750,000. 

Senator Carroti. We have been told in the debate on the so-called 
Eisenhower doctrine that three-fourths of the oil reserves of the 
world are in that area. Do you agree with that statement ? 

Mr. Ratupone. Yes, sir, I think we would check that reasonably 
well. It is, as you understand, an estimate that can’t be proven, but a 
good geological analysis of that area would indicate that order of 
magnitude. 

Senator O’Manoney. Senator Carroll, you might be interested to 
know that information with respect to this matter was placed im the 
record in one of the earlier days of the hearing. 

With respect to the Arabian-American Oil Co., the assets of the 
four owners as prepared by our economists from authoritative 
sources were as follows: 

The Texas Co. assets in Arabian-American Oil Co., accounting for 
30 percent, amounted to $2,114,576,000; Socony Mobil Oil Co., 10 
percent, $2,361,912,000; Standard Oil of California, $1,855,610,000; 
Standard Oil Company of New Jersey, 30 percent, $7,164,105,000. 

Gross income that is sales: For the Texas Co., $1,767,266,000; for 
Socony Mobil, $1,720,998,000; for Standard of California, $1,277,- 
840,000. 

Standard Oil Company of New Jersey, the gross income from sales, 
$6,272,441,000. 

Finally, net income after taxes: Texas Co., $266,141,000; Socony 
Mobil, $207,434,000; Standard Oil Company of California, $231,- 
139,000; Standard Oil Company of New Jersey, $709,310,000. 

That was the distribution taken, I think, from Standard & Poor’s 
by our economist, and it was one of the matters into which we are goi 
when Aramco comes before the committee. I think it has been roa 
oped and acknowledged by Mr. Rathbone that the depletion allowance 
of 271% percent is allowed on the discoveries in foreign fields. 

Senator Carroiy. That’s right, sir; that is my recollection. 

Senator O’Manoney. There is no question about that at all. 

Senator Carrot. My point, Mr. Chairman, in bringing that up at 
this time—I want to relate here to the stockholders’ equity, which was 
49114 million approximately. The earnings here of 272 million gives 
us in 1954—or let’s just stick to the year 1955: 55.41 percent. 

You see that in turn gives rise to what is ae here, in my 


opinion. In this document from which I read a little earlier, Forbes’ 
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magazine, they talk about the skill. There is no question about the 
managerial skill of Standard of New Jersey or these other great 
a spe: We are not talking about that. ; 

We are talking about how they leaven domestic oil production with 
their foreign holdings and therefore return, if this 17 percent is 
proper—but this is sort of a race between the giant companies, and 
perhaps it is good for the Nation, to see how many foreign holdings 
they can acquire to leaven their domestic production. 

But in the meantime the tremendous profits that are being made 
raises this question, and I assume we can’t turn the clock back and we 
can’t roll the prices back, but the question that I put to Mr. Foley of 
Texas was, “When are you going to stop?” When are we going to 
begin to give some protection to the domestic economy in this danger- 
ous period of inflation ? 

I put the question in good faith, because as the Senator from Wyo- 
ming has so ably stated here today, my office, too, is loaded with mail, 
wanting to cut the budget. As the Senator from Wisconsin knows— 
he has a high position on Foreign Relations—when our whole foreign 
program is in danger, the people want to cut back. 

Already this morning I read they want to cut back 3 billion, 4 billion, 
5 billion, when we are going into a very critical period in American 
history, and if someone who has industrial power and strength does 
not show restraint, then, as I indicated this morning, Mr. Chairman, 
it seems to me that the Congress will have to act in some way. 

I have not studied, I don’t know what the impact would be upon 
foreign oil if we limited the depletion allowance only to the continental 
limits of the United States. Perhaps that would not give the relief to 
our economy. 

We know we have got to move forward and explore and develop 
new deposits, but somewhere, again, I make the point you have got to— 
somebody has got to—exercise restraint. 

From what Shame by the Chairman of the MEEC, there is no doubt 
the Government had to come to you with their hat in their hand to 
get you to move this oil, no doubt in my mind. 

Nobody can do it but these giant oil companies, because you had the 
facilities, you had the raw materials, and I think you did a good job 
in that field, but it is another question about this price situation, and I 
think by your massive strength not only in this country but in the 
world, you ought to start thinking about it. 

Senator Winey. I think that is a good statement, Mr. Chairman, but 
I want to say, as I said before, we appreciate bigness, but bigness has 
with it a responsibility of trusteeship in this period so well outlined. 

These tremendous earnings, gentlemen, must be shared with the 
Government, which needs the taxes. I think that is the thing that 
should be thoroughly considered before something else happens, be- 
cause when you get a staement like that—and I will bet if you go back 
you will find that has been going on for years, and you will see that 
the capital structure has been built up by accretions from earnings, not 
from anything else. 
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While it is all right in a way, certainly in a world that is troubled 
as we are and where the Government needs income, it is only fair to say 
that you who get the protection and we who get the freedoms must see 
that each man carries his load, and it is a load that must be carried, 
it seems to me, by bigness. 

When you think in terms of what has been accumulated here and 
the tremendous earnings that are apparent, this is just probably one 
example. So that is that. 

I agree fully with Senator Carroll. I believe in this European 
matter. You have just demonstrated your efficiency in one line. Now 
demonstrate it in another and make Government a partner in your 
eomninen so that the common taxpayer will know that you are coming 
through. 

Senator Carroti. Mr. Chairman, may I offer into the record at this 
time an analysis by the staff of how a hypothetical domestic operation, 
assuming the giving to Saudi Arabia and some of those others their 
proper treatment, the United States Government lost on this operation 
in 1 year $80 million in taxes, and I would like to offer that into the 
record for consideration. 

It is set out and at a later time, I think, either Mr. Rathbone or Mr. 
Coleman or their excellent staff can take issue with it if they care to. 

The statement referred to is as follows :) 


COMPARISON OF NET INCOME AND TAXES BETWEEN ARAMCO AND A HYPOTHETICAL 
DoMESTIC OPERATION WITH COMPARABLE TOTAL EARNINGS AND EXPENSES, 1955 


The purpose of this table is to compare the actual net income of Aramco in 
1955, as set forth in its financial statements, with what the net income of a com- 
parable domestic oil company operating wholly within the United States would 
have been, assuming comparable earnings and expenses. The principal difference 
is that the sum of royalties and income taxes actually paid to Saudi Arabia in 
1955, while not changed in the aggregate, are allocated in the hypothetical 
domestic operation to royalties to owners of domestic properties and taxes paid to 
State governments. 

The computations with respect to the hypothetical domestic operation assume 
that the sum of State and local government taxes and royalties paid by the 
hypothetical domestic company is equal to the sum of the royalties and Saudi 
Arabian income taxes paid by Aramco. In the case of the domestic operation, 
the allocation of this sum between royalties and State and local government taxes 
is arbitrary, but differences in such allocation do not materially affect the final 
results. These variations in final results stem from the effect of different 
assumptions about the distribution between royalties and State and local taxes 
on the amount of allowable percentage depletion, the computation of which is 
shown in footnote 3 to the table. The maximum difference in the net earnings 
(after taxes) from the hypothetical domestic operation, resulting from differ- 
ences in the allocation as between royalties and State and local taxes, is about 
$16 million. These results would be further modified to a relatively minor extent 
by different assumptions respecting the amount of State and local government 
taxes allocated to the oil and gas wells as contrasted with other properties owned 
by the company. 
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Comparison of net income and tares between Arabian American Oil Co. and 
hypothetical domestic operation, 1955 








Actual \Hypothetica! 








foreign domestic 
operation | operation 
Ber OU GeO) 5.454; <5... 02 5.4 -,8 ima. Sah Feds. ott SR $724, 370, 316 
Expenses: 6 

eee a os htc b5. 6 ath ae ees od | 89, 914, 769 89, 914, 769 
3. Pipeline and terminal... a bo ee, - | 24, 436, 603 | 24, 436, 603 
4. Exploration and development !_______._-- ; en bos Aeaee 14, 099, 825 | 14, 099, 825 
5. Depreciation... _- alaska ic | 44, 482, 525 | 44, 482, 525 
6. Losses on materials and supplies (net) - : ; 6, 652, 461 | 6, 652, 461 
7. Royalties and rentals (foreign)......_.. - seit 5434625; 78, 461, 801 : 
8. Royalties and rentals (United States) *.___. d 191, 204, 425 
9. Other... _.. e 1, 367, 241 1, 367, 241 
10. Subtotal ___- Akt ode wk : 259, 415, 225 372, 157, 849 
11. Saudi Arabian income taxes___. 192, 742, 624 

12. United States, State, and local government taxes ?__- | 80, 000, 000 
13. Total expenses___- | 452,157,849 | 452, 157, 849 


United States Federal income tax computation: 
Net incomes before copes: 


14. 1 minus 10____.- | 464, 955, 091 
15. 1 minus 13_. ea : : --| | 272,212, 467 
16. Less: percentage depletion 3 a 121, 698, 005 | 81, 769, 859 
17. Taxable income (15 minus 16)_- ae : 343, 257, 086 190, 442, 608 
18. Tax before foreign tax credit__. 178, 483, 186 99, 024 656 
19. Less: Foreign tax credit_. ’ ail . 192, 742, 624 
20. United States Federal income tax. 99, 024, 656 
21. Net earnings: 

RE stance ste uirertcnen ; . | 272, 212, 467 

13 minus 20._-...____- 7 | | 173, 187, 811 





! Expensed as incurred. 

2? Assumes domestic royalty and United States State and local government tax payments equal in total 
amount to Saudi Arabian income taxes and royalties. 

3 Coneatet s as follows: 


Actual Hypothetical 








foreign domestic 
operation | operation 
- - - ones a Sa iiiemandieeens ‘em an wi an 
Gross income from property: 
Sales of crude............. $521, 000,000 | $521, 000, 000 
Less royalties____- on . | 78, 461, 801 191, 204, 425 
Gross income... -. wea pie | 442, 538, 199 329, 795, 575 


(a) 274¢ percent of gross income. . | 121, 698, 005 90, 693, 783 


Net income from property: 
ns SED JIN cies. cin bik pappree + rng eaiedenade ts pon 442, 538, 199 329, 795, 575 
Allocable expenses 2 plus 4 plus 5 div ided by 2 plus 12 div ided by 2¢_| 126, 255, 857 166, 255, 857 


Net income.._.- ; eb eh : ~ 316, 282, 342 163, 539, 718 
(b) 50 percent of net income.__.............-..- ihe 158, 141,171 | 81, 769, 859 
Allowable depletion—lesser ‘of (a) or (6) : | 121, 698,005 | 81, 769, 859 








* Allocates 50 percent of aeoteeintions and of United States, State, and local taxes to extractive 
properties, 


Senator Carrroii. Now, in conclusion, I may say to the Senator 
from Wisconsin what you have indicated in the case of the Humble 
Oil Co., of Texas, if my memory serves me correctly, not 1 cent 
of new financing was secured. It was plowing back in, building 
up. 

Since 1941 we developed the a of their stock on the market, 2 
dividend splits, moving from about $300 million to over $1 billion, 
and we always meet the question “But we are not making much 
money on our capital,” but it is a plowing back, turning half of their 
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earnings into dividends and their stock has, I think, moved from 17 
up to around 75, with 2-to-1 splits. 

I will put this in the record. Do either of you gentlemen want 
to ask me questions about it ? 

Senator Keravuver. Senator Carroll, did you go into the matter of 
how these large sums are charged up here in paying these Mid East- 
ern countries, like $192 million on Aramco for taxes? That is not 
deducted like an American company would deduct a tax paid to the 
State. 

It is a credit dollar for dollar, and as a result I notice in 1955 here, 
looking over Aramco’s statement of financial position, that the 
amount paid the Saudi Arabian Government was a little more than 
the tax that they have been charged in the United States, so as a 
result they did not pay the United States anything. 

Senator CARROLL. They did not pay the United States anything. 
They paid $78 million royalties plus $192 million in income taxes, 
and I may say to the Senator from Tennessee, it is my understand- 
ing that this concept of taxing foreign corporations arose in 1918, 
and there is no legislative interpretation on the statute. A different 
situation has arisen since then. 

I believe at that time the corporations were paying about 12 per- 
cent income tax. Today, in the period where they are supposed to 
pay 52 percent, you can see the windfall, and perhaps, too, you could 
look into this situation: when did Saudi Arabia begin to pay income 
taxes? Was it to meet this oil compact, because by paying income 
tuxes they operate under the Federal Statute? 

We have got a lot of looking to do in the Federal field when it 
comes to taxes when we lose this kind of money. 

Mr. Ratriupnone. Senator Carroll, might I say this, sir, with refer- 
ence to your point there. 

As you know, the foreign tax credit is a credit under the American 
tax law which is granted to American corporations operating in for- 
eign fields on income earned in foreign areas upon which income 
tax is paid foreign governments. It is entirely, I think, an effort on 
the part of our Government to stimulate American citizens to en- 
gage in foreign business, in business in foreign lands. 

I believe that it has proven a very beneficial thing for the United 
States to have the United States citizens encouraged to go into for- 
eign lands and conduct business. 

I think it has helped them in many ways, and yet, I think it is 
very clear to me that if you had to pay double taxation, in other words, 
if you had to pay taxation on a dollar of income earned in a foreign 
land to a foreign government, and had to pay taxes to the United 
States Government on the same dollar of income without credit for 
the foreign tax, that there definitely would be a very great dropoff in 
the willingness of American citizens to go into foreign lands and make 
investments. 

Senator Carro.t. You don’t mean to tell me, Mr. Rathbone, even 
if they did impose that double taxation of which you speak, 
the profits are so great in these areas and the risk is so slight by virtue 
of the great reserve—this statute I have been talking about is from 
1918 when the corporate tax was 12 percent. 
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Mr. Ratusone. You gentlemen may be assuming that all foreign 
ventures to find oil are as successful as in Arabia. Arabia is one of 
the most successful ventures, I suppose, with possibly one exception, 
that the world has ever seen in finding oil. 

Senator O’Manonry. Mr. Rathbone, there is this factor which 
should, I think, not be overlooked. 

Both Houses of Congress have just now passed a Middle East bill 
authorizing the expenditure of $200 million in the Middle East, and 
the records before us of the profits of the companies in the MEEC 
show that $200 million is only a fraction of what they have been 
making in this area. 

Senator Keravuver. Mr. Rathbone, the point that I would like to 
make along with Senator Carroll, however, is that I have a compari- 
son of what would have happened if Aramco had been an American 
company, though what it is is a company operating in the Middle 
Fast. 

All other factors being equal, if it had been a domestic operation, 
the company would have paid $99 million of taxes to the United 
States, so that Aramco income after taxes would have been $173 
million instead of $272 million. 

In one case if it had been a domestic corporation getting a deduc- 
tion for the tax, the income would have been $173 million, but under 
this statute as a credit, the income is $272 million, and the Govern- 
ment gets nothing. 

Don’t you think that is a discrimination, or putting domestic cor- 
porations on an unfair competitive basis with these international com- 
panies like Aramco, operating abroad ? 

Mr. Ratnuprone. I haven't seen the figures you are quoting there, 
and before I would comment on them I would certainly like to have 
an oportunity to analyze them some, but it is quite possible that the 
workings of the foreign tax credits might result in a different tax 
situation between foreign and domestic operations. 

Senator Keravver. A little while ago I was asking Mr. Coleman, 
and Mr. Coleman said Standard of New Jersey was holding down 
prices and not taking advantage of the situation. I asked him if on 
the face of it, if a 17 percent earning figure to stockholders on stock- 
holders’ investment, which is reported in Forbes magazine reliably, 
and according to your own figures and your statement in 1955, I think 
it was 15.8 percent—yes, page 10 of your own statement, consolidated 
net earnings for 1955 was 15.8 percent. 

Forbes magazine reports that for 1956 it is going to be 17 percent 
and then with this additional increase bringing in $100 million accord- 
ing to your estimate, it will go on up to 17 percent. 

I ask, on the face of that kind of profit, doesn't it show that you are 
imposing upon the domestic consumers ? 

Mr. Ratrurone. I think, sir, that we are not. As I say, we have the 
situation where you have had cost increases in the area of finding crude 
oil in the United States for almost 4 years steadily, one after the other. 

Senator Kerauver. You charge that off as an operating expense. 
You charge the cost off whenever you fail to find oil, don't you? 

Mr. Rarusone. The cost per barrel, though, is also going up. 

Senator Keravver. But this is oil after cost. This is your percent 
return on net worth after all your costs, after taxes, 17 percent for 
1956, and then going up higher now, and yet you raise the price of oil. 
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With a profit like that after taxes, after all your costs, how high do 
you think you can go without being in the classification of taking 
advantage of the situation ? 

Mr. Rarupone. I would say that certainly as long as you are not out 
of line with the earnings returns for similar types of business, that you 
can’t be considered as going too high. 

Senator Kerauver. But you are out of line with similar types of 
business. You are the highest of all. The other chart that I showed 
here indicates that. 

With your present price increase you are way above the average 
wholesale index. You are way above them all. 

Senator Carro.ti. Will the Senator yield at this point to help your 
question / 

Senator Kerauver. Yes. 

Senator Carroii. This is a statement again from the Forbes Maga- 
zine reading from page 121. 


It was a year for profits. At the 9 months’ mark big oil companies reported 
combined net earnings of $1.8 billion, a figure that exceeded the combined 
profits of 37 chemical companies, 29 auto and parts manufacturers, and 26 elec- 
trical equipment makers. Without question oil was the most profitable industry 
in the entire economy. 

Mr. Rariupone. Well, sir, it was also much bigger in volume and size 
than those industries. Our profit figures are large. 

I would be the last one to say that is not so, because if they are not, 
we are not going to be able to ‘keep ahead doing this job we have got 
todo. Oil is about one of the biggest industries in the whole U nited 
States. 

Senator Kerauver. Mr. Rathbone, that is why your responsibility 
is greater. 

Mr. Ratiusone. We feel it, sir. 

Senator Kerauver. That is why your responsibility ought to be so 
great that you should not have inflicted on the American people this 
additional price increase when you are already making 17 percent in 
1956 after taxes, after all your costs, after everything else. 

Mr. Rarupone. I might say, sir, that as far as the United States is 
concerned—and that is the point that you have raised here—that there 

can't be any doubt whatever from the figures that we have in our pos- 
session and which are shown here, too, that the return on investments 
in the oil industry in the United States has been declining rather 
steadily for several years. This applies in practically all phases of 
the business. 

I have figures in my statement here that indicate that the Esso 
Standard Oil Co., which is New Jersey’s domestic affiliate which 
refines, manufactures, and sells petroleum products, has experienced 
a decrease from its return on investment from 11.6 percent in 1950 
to 5.9 percent in 1955, That is a very severe drop. 

Senator Kreracver. That is just your refining and wholesale mar- 
keting. 

Mr. Rariponer. It is an extremely large part of our business. It 
is a company which grosses a billion and a half to 2 billion dollars 
a year, 

Senator Kreravver. Mr. Rathbone, you are getting the protection 
of the United States in your overseas operations; you are getting the 
benefit of the 274% percent depletion allowance. 
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You are crediting taxes of your overseas operations to the point 
where most of your overseas operations are paying no tax to the United 
States Government. Our foreign policy is being directed to give you 
further protection so that you have no right to disassociate your for- 
eign operations and profits in your overall calculations. 

r. Ratupone. I have no desire to do that, sir. I would like to 
point out, however, that 53 percent of all the crude oil is produced in 
the United States, produced by independent refiners, small producers. 

Those gentlemen are having the same kind of cost increases we 
are talking about here, and if we were to take advantage of foreign 
profits to put those fellows out of business, I think I would be down 
here before you gentlemen on another charge. 

That is a thing I don’t think we can possibly fail to look at from 
the standpoint of our national security. We want to help the do- 
mestic oil industry. 

Senator Keravver. It should be kept in mind that it wasn’t any 
of these little independents that put in this price increase. It was 
a wholly owned subsidiary with all your blessings. 

Mr. Ratusone. With 53 percent of the United States producers 
trying to get the benefit applied in that area, and that goes to the 
small independents. 

Senator Kerauver. What did the consumers get the benefit of? 

Mr. Ratupone. They get nothing but an assured supply of oil. 

Senator Kerauver. And a higher price. 

Mr. Ratrupone. And a higher price, certainly. 

Senator Kerauver. Mr. Chairman, I have been reading here in 
the newspaper where Mr. Coleman, chairman of the board of Stand- 
ard of New Jersey, and the other chairmen of the boards of oil com- 
os were called in by Mr. Eisenhower to have dinner with King 

aud when he was here. Mr. Dulles met with the President as you did, 
Mr. Rathbone. 

Mr. Ratusone. I didn’t attend when Mr. Dulles was there. 

Senator Kerauver. You were supposed to, weren't you ? 

Mr. Ratusone. No, sir, I did not get invited. 

Senator Kerauver. I guess it was thought Mr. Coleman would 
represent Standard sufficiently. 

r. Ratupone. I attended another one, but not that one. 

Senator Keravver. What connection has all of th‘s political opera- 
tion of these big oil companies with King Saud that such meetings 
like this are brought about ? 

Mr. Rarusone. I am not sure I understand your question, sir. 
We were present at the dinner we attended in the capacity of the 
board of directors of the shareholding companies of Aramco, Arabi- 
an American Oil Co. 

The management of that company was the host at this dinner, and 
they felt that as a matter of courtesy to King Saud that they should 
have an entertainment for him and have at this dinner the directors 
of the shareholding companies. 

Senator Keravuver. Of course that was a nice thing to do, but why 
particularly should the chairmen of all the boards of these big inter- 
national oil companies meet together with the big financial interests 
that work with the big oil companies? Why should they be given 
special consideration in working out matters with King Saud? 
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Mr. Ratuponer. I presume because they are the ones that have the 
principal interests. 

Senator O’Manoney. Perhaps the answer to that, Senator, if you 
will permit me, has been made over and over again by those who have 
studied the situation. The building of these great international com- 
mercial empires rests upon the blindness of Congress to what the 
technological and scientific developments of our time have brought 
about. 

The point isthis. According to the testimony of Mr. Rathbone and 
Mr. Coleman, Standard of New Jersey has about 220 affiliates all over 
the world. Many of these are in Europe. 

This company and other American companies, particularly Aramco, 
inake contracts and arrange concessions and consortiums and part- 
nerships with foreign governments. 

This goes back as far as the time when Charles Evans Hughes was 
Secretary of State, and the Red Line agreement was made in which 
the Standard Oil of New Jersey was a participant. 

The Constitution of the United States says in explicit words that 
no State, without the consent of Congress, shall enter into any com- 
pact with any other State or with any foreign nation. 

The Constitution provides in simple language that the Congress 
of the United States shall have the power to regulate commerce with 
foreign nations among the States and with Indian tribes. 

But during the last 50 years we have seen develop the building of 
commercial empires by American corporations created by States 
which have no authority on earth to regulate international commerce 
or interstate commerce in the public interest, because when corpora- 
tions became too powerful to be regulated by the States, as in the case 
of the railroads, because they crossed State boundaries, Congress had 
no difficulty whatsoever in coming to a conclusion to create the Inter- 
state Commerce Commission to regulate commerce on the railroads. 

Every advance that has been made by American industry in the 
field of transportation, railroads, automobiles, trucks, communication 
expansion by way of telephone, telegraph, radio, have all been brought 
under regulation by the Federal Government, supposedly in the inter- 
est of the people. 

But there is no regulation of many commercial empires operating 
in foreign affairs. 

The result of that is that there has been developed by the Standard 
Oil of New Jersey, as you have testified here and as your exhibits have 
shown, the establishment of an international state ‘department, so to 
speak 

You have representatives in every country in which you operate. 
You make it the practice to make contacts and maintain good rela- 
tions with the government officials who regulate the petroleum busi- 
ness within the governments in which you operate. 

The petroleum companies have kept up contact with the State De- 
partment and the various steps that have been taken in the expansion 
of these international petroleum corporations have been taken with 
the consent of the State Department. This has been going on for 
years. Concessions by way of taxation and otherwise have been 
granted by Congress. 
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I have no desire to blame the executive branch or the congressional 
branch. We have all failed to see what the result has been, and 
now you are in the position of doing the things by arrangement with 
foreign governments that no State in the United States would do. 

No governor would be invited to the King Saud dinner because no 
State has any association with King Saud. This is not the first time 
we have been paying money to King Saud. 

The 80th Congress under Senator Brewster conducted an investi- 
gation about payments that had been made by the Government of 
the United States. Here is the conclusion of Senator Brewster’s 
report. I will just read the first paragraph and the conclusion. 

This is a document entitled “Investigation of the National Defense 
Program Report No. 440, Part V, 80th Congress, 2d Session.” The 
title of it is “Navy Purchases of Middle East Oil.” I am not going 
to go into that now. But the first paragraph here is: 

The United States Government extended direct and indirect lend-lease and 
other assistance to the Saudi Arabian Government in excess of $99 million, of 
which only approximately $27 million is ever likely to be recovered. 

We are faced with a condition, it is not a theory at all, it is a very 
serious condition, because if commercial empires can control the States, 
the nations of the world and their own states and their own nation, 
the theory of government that was set up by those who drafted the 
Constitution will have been written off. 

I do not believe there is anybody at the head or serving any of 
these great commercial empires which have the slightest desire to 
bring about such a thing, but in the case of King Saud and in the 
present situation, the policy of the Government seems to be to make 
sure that this oil of the Middle East is kept away from communism. 

Nobody can deny the desirability of that, when it is known that 
if we don’t win the economic cold war, we will have to win a shooting 
war. As time drifts on, with Soviet Russia expanding its air-power, 
expanding its submarine fleet, expanding its use of nuclear energy, it 
may be that the time is short for actual free government to exist upon 
the face of the earth. 

Great companies like Standard of New Jersey, the Aramco, and 
others had better begin to pay heed to this thing, because when you 
create a condition that arouses the sort of a protest that we are now 
getting in his country from the people, you get action that is not well 
thought out frequently. 

Mr. Rarueone. Senator, may I say something, sir. I think, first, 
I would like to say that I have been practically all around the world 
to most of our operations, and I feel that on the whole the American 
oil companies that operate in foreign lands have made a great contri- 
bution to those countries, and they have also made a contribution to 
the welfare of the United States. 

Senator O’Manonry. I haven’t any doubt of it. I have seen the 
evidence of it myself. I have seen what the improvement that has 
been made in Saudi Arabia is, but it is only a fragment. 

I know from medical sources that almost every person in the delega- 
tion of King Saud to this country was suffering from trachoma, disease 
of the eye. Now in the camps where Aramco works on the oil, 
there has been a great change in the welfare of the workers, there is 
no doubt about that. 
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I have seen pictures of those fellows wearing badges indicating that 
they were in the employ of the company for 10 years. The figures are 
clear how they had gained in weight and all of that. 

But nevertheless what we have is an economic condition which has 
the effect of pushing the little fellow right up against the wall, abroad 
and here at home. 

Mr. Ratusone. I would like to make one further comment with re- 
spect to your remarks. 

You indicated a feeling, sir, that the oil companies control the gov- 
ernments in these countries. 

Senator O’Manoney. Oh no; I don’t say they control the govern- 
ment. I say they know what is going on before anybody in that coun- 
try knows, and before we in Congress know. 

Mr. Ratupsone. We do know what is going on in these various coun- 
tries because we feel that we can’t possibly operate efficiently and in- 
telligently there unless we do know. 

Senator O’Manoney. That’s right. 

Mr. Rarupone. I would say that rather often I have wished I did 
control one or two of these foreign governments, 

But we do not—there is no country, you can go right around the 
world—we do not control the government in any one of these coun- 
tries around the world. They are sovereign governments and they 
control us to a very great measure. 

We have many, many government restrictions to operate under in 
these countries. It is very true that we do have an extremely large 
business enterprise. I personally happen to think that that is a very 
good thing. I think it has been good for the United States. 

I think it has been, generally speaking. good for the rest of the world 
and I think that the minute that we lose confidence in the fact that 
bigness is not necessarily badness, that we are getting off on a pretty 
bad track in this country. 

Senator O’Manoney. Of course, I am popularly known among the 
leaders of big business as a person who is supposed to be against big- 
ness. It never was so. 

I recognize the need of big operations. But this I know: that an 
integrated oil company which can offset losses in one field by profits 
in another operation, and then get these huge tax benefits, is just in 
the giant class as far as the independent oil operator is concerned. 

Mr. Rarusone. There isn’t any doubt, sir 

Senator O’Manoney. And the independent driller for crude oil 
just can’t compete. 

Mr. Rarusone. He certainly has a different situation. There isn’t 
the slightest question about that. 

But as I pointed out awhile ago, I believe very strongly that we 
should keep independent oil producers in this country and lots of 
them. I think that they ought to be financially sound and healthy 
and if we don’t have the independents, the big companies are going 
to suffer for it. 

Senator O’Manoney. Let me point out another thing, Mr. Rath- 
bone. I have the list here, it is in the record somewhere, of the num- 
ber of filling stations owned and leased by these giant corporations 
so that in the little towns of America, by reason of these tremendous 
profits that the integrated companies make, the independent filling 
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station operator has been turned from a free enterpriser into a lessee 
or employee who doesn't know how long his job will last. We are 
finding no place to secure the stability of enterprise that is free for 
individuals. 

Some way we have got to find out just what the responsibilities and 
duties of big enterprises may be. I know this: that the executives 
of big companies are not to be compared with the class of people 
that were popularly called the robber barons when I was in college, 
that that classification is probably outmoded and there is a greatly 
increased sense of responsibility because the men who run these big 
enterprises today have been educated in American colleges, some of 
them in State colleges, in public institutions, and they have better 
sense of moral values than their predecessors had. 

But the fact remains today that in 1911 when the Supreme Court 
of the United States ordered the dissolution of the Standard Oil Co. 
under the antitrust law, and it was split up into a half a dozen or 
more different companies, the result has been, I think that every one 
of the fragments of that Supreme Court splitup is greater in assets 
and wealth than the original Standard Oil Company of New Jersey. 

Mr. Ratupsone. Of course, the business has grown more. 

Senator O’Manoney. Oh, yes; the world has progressed, but the 
question is—and that is what we on this Antitrust Committee will 
have to study—what the Department of Justice was trying to study 
when it sent down the Attorney General's Report—the question is 
how can we save the opportunity for the newcomers against vested 
interests which are created by foreign countries but are subsidiaries 
of American companies chartered by States who have no power to 
protect the public interest. 

Mr. Rarusoner. As I said yesterday, sir, I think there is a place 
for both the small-business man and the large business. 

I quite agree with you that if we grow out of balance too far with 
respect to whichever way we go that the Nation as a whole is going 
tosuffer. 

I don't feel myself that we have gone out of balance on the side of 
big busines today, large-sized businesses. I recognize that very well 
may be a matter of controversy and opinion. 

But I can certainly say this, that as far as the New Jersey Co. is 
concerned we are keenly aware of the points that you have made with 
respect to the necessity and the desirability of maintaining opportu- 
nity for small-business men in this country. I think our record on 
that is excellent. 

We have had many investigations conducted by members of Con- 
gress in the last several years with respect to the marketing end of the 
business, and in each one of these cases it is a fact, 1 believe, that the 
Jersey affiliated companies that have been included in those investiga- 
tions have been given a very first-class rating from the standpoint of 
protecting the opportunity of the small-business man. 

I have referred to the small-business man in the producing end of 
our business, I think he is highly important. He produces, as I 
say, 53 percent of our country’s production of crude oil and that is a 
growing figure, I might add. It is up from something like 46 percent 
some years back. 
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I think he has a place in the business, he is growing, as I have just 
mentioned from those figures, but he cannot grow unless he is eco- 
nomically sound and health. He has not been so for the last several 
years, and the evidence on that I believe is indisputable. 

It is ——- true, as you gentlemen have brought out here, that 
profits from our foreign operations, some of them, are very large and, 
as I said to you, I certainly would not want in any way to ever be ac- 
cused of trying to utilize profits from foreign operations to destroy 
anything in the United States. That would be a completely sill 
thing for us to try to do and one that we have never even pe ssouen Eta | 

Senator O’Manonry. Perhaps when this study is over we will all 
be better for it. 

Mr. Ratueone. I hope so. 

Senator Kerauver. Mr. Rathbone, the reason I was asking about 
this meeting was that I always felt that the State Department repre- 
sents the United States in our foreign policy and this business of for- 
eign policy bringing in the chairman of the boards of these companies, 
rather than having the State Department do it, looked rather strange 
to me, and I just wondered what explanation you had about it. 

Mr. Ratrurone. Of course, the State Department had representa- 
tives at these dinners also, as well as the oil company representatives. 

I don't quite get your question, sir, because this was a social dinner 
designed as a gesture of friendship to the King, and at this dinner were 
representatives of the parent company boards of the Aramco share- 
holders. 

Of course, the Aramco management knows King Saud quite well 
in dealing with him constantly on matters in connection with the con- 
cession and the operations there. I think that one has only to recog- 
nize the considerable degree of pride that exists in the minds of many 
of these foreign nations when bie visit. the United States, and I am 
certain that if he had not been what might be called adequately en- 
tartases or attractively entertained that he would have felt very 
1urt. 

It is just plain A B C, I think, that you don’t want to hurt a land- 
lord of yours on a valuable concession. There was no business talk at 
the meetings at all. 

Senator Krerauver. It would also be to make closer ties between the 
King and the management of the big oil companies. Wouldn’t that 
be part of the purpose ? 

Mr. Ratupone. That is the purpose I just mentioned; yes, sir. 
We wanted to try to make ourselves agreeable to him. 

Senator Kerauver. I wanted to ask about Mr. Ingraham. You 
know him, don’t you, Mr. Rathbone? 

Mr. Rarusone. I do not happen to; no, sir. 

Senator Kerauver. Mr. hieia knows Mr. Ingraham. 

Mr. Coteman. Yes, I know him. 

Senator Kerauver. And what is his position ? 

Senator O'Manonry. He was with Socony Mobil. 

Senator Keracver. What is his position with Socony Mobil ¢ 

Mr. Coteman. I don’t know his exact position. 

Senator O'Manoney. He is one of the representatives of Socony 
Mobil on MEEC. 

Mr. CoteMan. That is correct. 
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Senator Kerauver. Anyway, Mr. Coleman, he was present at the 
meeting at which Mr. Dulles spoke back on August 13 and you were 
also present, weren’t you, a meeting called by Mr. Stewart. Were 
you present ? 

Mr. Coteman. Yes, sir. 

Senator Kerauver. We have here a memorandum by Mr. Ingra- 
ham which has been put in the record, and I do not want to read it 
all, but in talking about Mr. Dulles’ attitude, the part I did want to 
ask you about, that is as expressed at the meeting where you were, 
Mr. Ingraham in his memorandum reporting on this meeting said, 
speaking of Mr. Dulles: 


He indicated that the United States would not acquiesce in the right of 
nationalization that would affect any other facility in our own interest. 


Then further down: 


Therefore he indicated nationalization of this kind of an asset impressed 
with international interest goes far beyond compensation of shareholders alone 
and should call for international intervention. 

Is that your recollection of what Mr. Dulles said ? 

Mr. Coteman. He was referring, of course, to the nationalization 
of the Suez Canal by Nasser. 

Senator Krerauver. No, he was talking here apparently about na- 
tionalization of oil companies. 

Mr. Coteman. I didn’t recall that he said it would require inter- 
vention. I knew he was very much concerned with respect to the 
nationalization of the canal or oil. He expressed an international 
interest. 

I think he used the example of a country in Europe, France, that 
had built up its economy on oil. Therefore, nationalization of that 
source would have serious international repercussions. 

Senator Kerauver. He is talking about oil because he said here: 

He then stated that he recognized the oil companies were very much in- 
terested in the nationalization issue. 

Then he went on to say: 

“About the international intervention” and I wondered what kind 
of intervention he was talking about. 

Mr. Coreman. I don’t recall any reference to intervention, Mr. 
Kefauver. Was that in this memorandum, because the only place I 
have seen it is published here in the Congressional Record. 

Senator Kerauver. Yes, sir; down at the end of the fourth para- 
graph, “and should call for international intervention.” 

Senator O’Manoney. I examined you about this just yesterday. 

Mr. Coteman. I think you referred to this particular conference, 
Senator. 

Senator O'Manoney. Absolutely. 

Senator Keravver. I just wondered what kind of intervention it 
was that was being talked about. 

Mr. Co_eman. I just don’t recall any discussion of intervention in 
the event of nationalization. 

Senator O°’Manoney. Hasn’t there been common conversation 
among these big oil companies operating abroad of having a broader 
rule of international law than mere compensation ? 
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Mr. Coteman. Yes. Certainly anyone would be hopeful that there 
would be respect for international contracts. 

Senator O’Manoney. That was the intervention that Secretary 
Dulles was talking about, if I understand the English language. He 
was going to a nine-power conference in London, and he was oe 
the oil companies, members of MEEC, at a secret meeting from whic 
everybody was barred except those who were invited, what he was 
going to do there. He brought up the present international law with 
respect to the nationalization of property and he said he did not 
think it was enough, and that is what the oil companies believe. They 
have so stated. Don’t you know that? 

Mr. Coteman. He said that he felt that where something was im- 
pressed with an international interest, to express his view, that he 
felt that had a considerable significance and that was the basis on 
which he was going to discuss the matter of the Suez Canal and 
nationalization in Europe. 

Senator O’Manoney. You are saying, in other words, what I under- 
stand it to be; a broadening of the old doctrine of compensation when 
a nation nationalizes its own natural resources. 

It is a situation which we had in Mexico when oil property was 
nationalized there and the compensation that the American companies 
finally got was not satisfactory, in their judgment. But that was 
under the old rule. Now Secretary Dulles wants to broaden it. 

Mr. Coteman. I would like to make this statement, Senator. We 
certainly feel that, operating abroad, our company, we should have 
the support that our Government would give any business enterprise 
abroad. 

The question of respect for contracts on which we make investment 
in plants, of course, is important to us, but we have never asked or 
never would expect to ask our Government to give us any support that 
was not within their general policy, based on an independent appraisal 
of the situation. 

Senator Keravver. Mr. Ingraham is a careful, thoughtful man, 
isn’t he, Mr. Coleman ? 

Mr. Coteman. To my knowledge, yes. 

Senator Keravuver. And you would not question his reporting the 
meeting as he saw it? 

Mr. Coteman. No. I simply do not recall Mr. Dulles indicating 
that the nationalization of an asset impressed with international inter- 
est should call for international intervention. 

Senator Kerauver. That is the opinion of Standard Oil, isn’t it, 
Mr. Rathbone? 


Mr. Ratrueone. That there should be intervention ? 
Senator Keravuver. Yes. 


Mr, Ratneone. Our opinion, sir, is exactly as Mr. Coleman just 
stated. 


We feel that our Government. should accord to our foreign opera- 
tions exactly the same kind of diplomatic support and general Gov- 
ernment backing that they would accord any foreign operation of an 
American citizen. TI can say this to you, categorically. As long as I 
have been an executive of our company, we have never asked the 
United States Government to do anything with respect to the protec- 
tion of any of our foreign operations that in their own independent 
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judgment was not something they wouldn’t say was in the welfare of 
the United States. 

Senator Kerauver. According to the 1956 issue of Lamp magazine, 
here, apparently, is what Standard Oil wants done in situations of 
this kind: 

It would be helpful, for instance, if the United States Government were to 
issue, in conjunction with expressions of support for self-determination and 


freedom from foreign domination, a firm, unequivocal public statement somewhat 
in the following vein: 


“Any government which by unilateral action abrogates any agreement made 
by that government may expect the United States, either singly, in conjunction 
with other countries, or through the United Nations, to take such economic 
measures and abrogate any agreements with the offending nations as the United 
States may see that the circumstances warrant.” 

That is your position ? 

Mr. Rarusone. I am familiar with that; yes, sir. 

Senator Krerauver. And that represents the policy of Standard 
Oil of New Jersey ? 

Mr. Raruvone. What that says, Senator Kefauver, is this: That at 
the time that this was written, there was a very great uncertainty 
with respect to what our Government’s policy was in the Middle East 
problems, and there had not come out any sort of a definite policy. 

It was our view and the view of many other people that a clearer cut 
knowledge on the part not only of the United States citizens, but the 
citizens of all the rest of the world, and most particularly in that area 
of the world, would be very helpful so that they would know what our 
thinking was. 

Now, as Mr. Coleman has said, when we operate in a foreign land, 
we have to do it under a contract with a sovereign government, because 
the mineral rights in almost every other country in the world belong 
to the government and not to the eo citizen. We have no option 
except to formulate a contract with the government. 

If the government, the foreign government, does not regard that 
contract as being the sort of a document that we are accustomed to 
looking at as contracts in this country, and that means a contract is a 
document that you can rely on as being something binding upon both 
parties, I fail to see how we can possibly carry on operations anywhere 
im the world where we have to work with those types of contracts. 

That statement was a statement that we felt would be very helpful, 
and I still think it would be very helpful. I subscribe to what that 
says, if our Government would make clear what its views are with 
respect to the sanctity of contracts made by American investors with 
foreign governments. 

Senator Kerauver. Of course, such economic measures, abrogat- 
ing any agreements with the offending nations—anyway, I want. to 
get your attitude and your position, and I find in the Lamp a very 
interesting and illuminating doctrine that you publish. 

Mr. Rarusone. I subscribe to the paragraph, sir that you have 
read. 

Senator Kerauver. Then we know your position. 

Mr. Raruspone. Yes, sir. 

Senator O’Manoney. Is there anything else you want to say, 
Mr. Rathbone? Your statement is in the record. It has not been 
summarized. It has not been read. 
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Mr. Rarueone. I presume, sir, that I will think immediately 
of some things I would like to have said, but, at the moment, no. 

Senator O’Manonry. We are very generous people on this com- 
mittee. If you want to come back again, we will invite you. 

Mr. Rarugone. Are we invited back tomorrow or not? 

Senator O’Manoney. We are under some obligation to the Gulf 
Oil Co., because we invited the Gulf people to come tomorrow, 
and I feel that we are under that obligation, but, if you are stay- 
ing over, we would love to crowd you in somewhere. 

Mr. Rarneons. I am not staying over unless I am requested to 
by you, sir. 

Senator O’Manonry. Suppose you take this matter under con- 
sideration and we will bring you back again after a few more days. 
We want to give Aramco a chance, now that it has been mentioned 
here. 

Mr. Rarueong. I would much prefer if I could do that sooner 
rather than later, because I have to make a trip abroad next week, 
which I would like very much to make. 

Senator O’Manonry. We will be very glad to accommodate you. 

Mr. Rarurone. I would like to make clear, sir, at the moment, 
beyond the information which we have been asked to put in the 
record and particularly the statement which Senator Wiley asked 
for, I have nothing further to present to you. 

Senator O’Manonry. Are you satisfied you have had an oppor- 
tunity to express your views / 

Mr. Ratrusone. Completely, yes, sir. 

Senator O’Manoney. Very good. Then the committee will now 
stand in recess until 10:30 tomorrow morning. 

(Whereupon, at 6:35 p. m., the subcommittees stood in recess 
until 10: 30 a. m., Thursday, March 7, 1957.) 
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THURSDAY, MARCH 7, 1957 


Untrep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoly 
OF THE COMMITTEE ON THE J UDICIARY, AND 
SuBCOMMITTEE ON Pusiic LANDs OF THE 
ComMITTEE ON INTERIOR AND LysuLarR AFrairs, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 10:35 a. m., in room 
457 Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Mahoney (presiding), 
Wiley, and Dirksen, of the Subcommittee on Antitrust at Monopoly 
of the Committee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), and Carroll, of the Subcommittee on Public Lands of the 
Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant Public Lands; Gareth Neville, assistant counsel, Antitrust; 
W. B. Watson Snyder, consultant, Antitrust ; Peter Chumbris, counsel 
for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley, Louis Rosenman, attorney, Antitrust; Paul Banner, economist, 
Antitrust. 

Also present: Robert Murphy, professional staff member, Senate 
Interstate and Foreign Commerce Committee; and Stewart French, 
chief counsel, Senate Committee on Interior and Insular Affairs. 

Senator O’Manonery. The committee will be in order. 

Mr. McHveu. There are four witnesses from Gulf Oil Co—Mr. 
Whiteford, president, Mr. R. O. Rhoades, senior vice president, Mr. 
C. J. Guzzo, vice president, and Mr. Ray McGranahan, vice president. 

I think Mr. Whiteford has a prepared statement to give. I think 
all four witnesses could come to the table together for questioning. 

Senator O’Manoney. Please do so, gentlemen. 

Mr. Whiteford, you have a prepared statement, I understand. 

Mr. Wuirrrorp. Yes; I have, Senator. 

Senator O’Manonry. You may proceed. If you prefer to make 
the statement without interruption, that will be the order of the day. 
If you are willing to have questions asked as you go along, that could 
be the order of the day. 

Mr. Wuirerorp. Senator, I think it may save your time and be help- 
ful to you—I don’t have a long statement—if I could read the state- 
ment and then, when the questions are asked, there will be, I know, 
a number of questions that I can’t answer as well as some of my col- 
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leagues, and I think it would save your time and probably make a 
clearer picture if that is agreeable. 

Senator O’Manoney. Very well, you may proceed. 

Mr. Wutrerorp. Thank you. 


STATEMENT OF W. K. WHITEFORD, PRESIDENT, GULF OIL CORP., 
PITTSBURGH, PA.; ACCOMPANIED BY R. 0. RHOADES; C. J. GUZZO; 
RAY McGRANAHAN; W. B. EDWARDS; AND F. L. SCOFFIELD 


Mr. Wuirerorp. My name is W. K. Whiteford. I am president of 
Gulf Oil Corp. I welcome the opportunity to appear before you and 
comment on many issues and reply to statements which tend unfairly 
to discredit the oil industry in the eyes of the American public. I 
believe Gulf’s policies as concern our contributions to the program 
for shipment of oil to Europe since the Suez Canal crisis, the pricing 
of crude oil and products, and imports are all on a sound footing. 

The Middle East Emergency Committee functions at the express 
request of the Government. Congress enacted the statute which per- 
mits continuance of the petroleum industry voluntary agreement 
relating to foreign petroleum supply in the public interest as contrib- 
uting to the national defense. The Attorney General reviewed and 
approved both the amended voluntary agreement and the plan of 
action for the organization of MEEC. The Middle East Emergency 
Committee, acting within the limits set by the Government, can only 
develop facts and make recommendations for the Government’s use. 
Action by member companies is carried out only after the Govern- 
ment has approved schedules for the same. Government repre- 
sentatives watch in the everyday operations of this committee and 
they have every opportunity to be intimately acquainted with all of 
its proceedings. 

Frankly, we would prefer not to be a participant in either the 
voluntary agreement or MEEC, but in view of the Government’s re- 
quest for cooperation we feel it is a duty and we cannot rightfully 
refuse. At the same time, we do not believe the sort of criticism that 
has been leveled at Gulf and other companies for so doing is justified 
in any degree. 

Gulf has made and will continue to make arrangements for sub- 
stantial shipments of oil to Europe. Out of our domestic inventories 
alone, we made available during the last quarter of 1956 an average 
of 67,400 barrels daily, totaling 6,250,000 barrels of crude and finished 
products for Europe. Of this total, 98.5 percent was crude and only 
1.5 percent was finished products. 

In the last few weeks our refinery runs have beeen reduced 60,000 
barrels daily, which has been or will be made available for shipment 
to Europe. For the month of January we made available out of 
domestic supplies an average of 68,000 barrels daily, totaling 2,103,0 
barrels of crude and finished product for Europe. 

In addition, we have cooperated with MEEKC in making arrange- 
ments with other oil companies whereby transportation saving in 
tanker time has been accomplished through rearrangement and sub- 
stitution of ships and sources of crude, both domestic and foreign, 
making possible shorter hauls to Western Europe, resulting in an 
overall increase in crude availability. I will give you some examples 
of what we have done. 
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(1) We made an agreement with another company whereby 35,000 
barrels daily of Kuwait crude oil ordinarily refined in the United 
States was diverted to refineries in Western Europe, substituting an 
equal volume of domestic crude delivery to us in the United States. 
During January, this arrangement alone made available to Europe a 
total of 1,100,000 barrels of crude and resulted in savings equivalent 
to 8 T-2 tankers. 

(2) We modified a contract for Kuwait crude, otherwise destined 
for the United States, permitting its diversion to Europe in the amount 
of 12,000 to 15,000 barrels daily, for which a substitution of domestic 
crude was made. The overall effect of this single transaction results 
in a tanker savings equivalent to about three T-2 tankers. 

(3) In November 1956, we reversed a pipeline movement and 
pumped 1 million barrels of Oklahoma crude south into Texas for ex- 
port movement. At the same time we held in Texas crude that nor- 
mally would have been pumped north, so that it, too, became available 
for export. This amounted to 1.5 million barrels, so the total of this 
one pipeline operation made available 2.5 million barrels of crude for 
export. 

Including diversion of Middle East imports, I believe we can say 
that Gulf has contributed an average of 132,000 barrels daily and a 
total of 16,250,000 barrels of crude and finished product to Europe 
during the last quarter of 1956 through January 31, 1957. The 
figure for February has just come in, and is 1.2 million barrels in addi- 
tion to those I have just given. 

The industry has been called price gougers, and it has been stated 
that we are not operating in the public interest. Gulf is in business 
to make a profit, but we follow good business practices in determining 
the means by which we make a “profit. 

You should appreciate that our domestic crude and product ship- 
ments to Europe in the last quarter of 1956 constituted heavy with- 
drawals from our stocks. If we had wanted to be price gougers, we 
could have held this crude in anticipation of a price increase which we 
believed to be imminent and justified. 

In addition, by making these heavy withdrawals, we may place 
ourselves in a vulnerable position in the event of any long delay in 
reopening of the Suez Canal. Our policy has been to do everything 
possible to supply our customers with their normal requirements of 
oil and avoid prorating our supplies to them. 

We have not made any tie-in sales of gasoline with crude. From 
an economic and practical viewpoint, it is ‘not a simple matter to dras- 
tically change refinery yields. Our domestic customers need finished 
petroleum products, but their requirements of gasoline and fuel oils 
vary depending upon the seasonal factor. Our duty to our domestic 
customers is to avoid petroleum shortages here, and at the same time 
do everything possible to increase the flow of oil to Europe. 

When the enormous complexities resulting from the Suez crisis are 

carefully analyzed, including the economics of refining, the rerouting 
of available crude both from the Middle East and the Western Hemi- 
sphere, and the tanker shortage, it is evident that the industry has 
been very successful in meeting the emergency. 

Turning to the subject of imports, I note that many domestic pro- 
ducers are continuing to press for action under section 7 of the Trade 
Agreements Act. 
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Before the closing of the Suez Canal, Gulf was importing a total of 
131,000 barrels of crude daily, of which 60,000 barrels were from the 
Middle East and 71,000 barrels from Venezuela. Immediately after 
the closing, our imports of Middle East crude dropped to 35,000 barrels 
daily, and because of our cooperation with MEEC have been entirely 
eliminated since January. 

Presently, all of our imported crude comes from Venezuela and 
averages 80,000 barrels daily. We are now importing 50,000 barrels 
daily less than before the closing of the canal. 

Our company in the last few years has reduced its import plans 
on several occasions in view of the increased domestic productivity. 
In 1954, for example, when we had a large increase in our refinery 
requirements, our own United States crude-oil production was down. 
But although we had ample supplies of our own foreign crude oil 
and products available, we increased our total imports by only 2,470 
barrels daily while increasing our net purchases of United States 
crude oil from other producers, at full posted prices, by 37,486 barrels 
daily. In that situation, although we did not believe there has been 
any injury to the domestic situation from imports, in our desire to 
be cooperative, we agreed to conform to the recommendations of the 
Cabinet Committee. 

Gulf was one of the pioneer American companies to venture abroad 
in the search of oil, and its whole eastern seaboard refining and mar- 
keting position was largely developed on the basis of utilizing foreign 
crude oil, originally from Venezuela, and in more recent years from 
Venezuela and the Middle East. 

Gulf’s imports of products have always been, and still are, a very 
small portion of its total imports, inasmuch as its policy has been to 
do most of its refining for the United States in the United States. All 
of the company’s imports are to the east coast. 

Gulf has complied with all requests from the ODM regarding 
imports, and even before the ODM was involved in this question, Gulf 
had many times taken action to reduce or hold back increases in its 
imports when total oil imports in the United States appeared to be 
growing at an unusually rapid rate. 

The result of the above policy has been that the ratio of Gulf’s 
imports to the total for the industry has been steadily declining. 
Since 1947 Gulf imports have declined from 17.4 percent of the total 
for the industry to an estimated 9.5 percent for last year. This has 
not been due to any lack of adequate foreign crude of our own which 
we could have imported, but solely to our own voluntary restrictions. 

As a consequence of the above and the fact that its own domestic 
production has not increased fast enough to supply the balance of its 
refinery requirements, Gulf’s purchases of crude from other domestic 
producers have greatly increased. This year such purchases will 
average double what they were 10 years ago, and greater than the 
company’s entire imports. 

We have consistently argued against maintaining the ODM 1954 
ratio of imports to domestic production. Notwithstanding this posi- 
tion, Gulf has complied with all requests from ODM. 

Notwithstanding the increased volume of industry oil imports since 
1954, the facts are that domestic crude oil production, drilling, explor- 
ation, reserves, and production capacity were all at record high levels 
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in 1956 and are predicted at even higher levels for 1957. One may 
question the validity of the argument that the present level of imports 
has reduced the incentive for the search for new domestic sources of 
oil. In this connection, it must be noted that average domestic dis- 
coveries in recent years are less prolific than in earlier years, and 
domestic oil consumption is growing at a more rapid rate than proved 
domestic reserves. 

Since the United States has only about 15 percent of estimated world 
crude reserves, and accounts for more than 45 percent of world oil 
consumption, it is of vital importance from both economic and 
mahi! defense viewpoints that the Government does not adopt a 
policy which would unduly restrict oil imports from foreign areas 
where the reserves far outstrip the present and expected future con- 
sumption of oil. 

I do not believe it is true, that partial dependence upon imports will 
endanger national security. Oil is not the only mineral for which 
future supply is a problem. It is doubtful that any nation is com- 

letely Papa in mineral resources for either war or peace, 
Cer ‘tainly the United States is a “have not” nation for many raw mate- 
rials today, but this alone does not mean that our security is in a pre- 
carious position. It does mean, however, that dependence on foreign 
sources is one of the problems of our economy as well as of national 
security. The fallacy of self-sufficiency in oil, as anything else, is that 
costs may be prohibitive. 

United States imports of foreign oil have amounted to 5.3 billion 
barrels over the past 35 years and most of it originated from the West- 
ern Hemisphere. If we had prohibited such imports, does anyone here 
think there would have been the development of present production 
facilities in those foreign countries that exists today? Obviously not, 
because no country develops oil reserves except to the extent that it 
may have prospective markets. 

If the United States expects other countries to develop their oil 
resources so that they will be available to us and the free world in time 
of need, it must offer to them the prospect of a reasonable market 
outlet on a competitive basis. 

There has been much discussion of why MEEC members import 
Venezuelan crude to the United States and sell domestic crude to 
Europe when the shortest haul is direct from Venezuela to Europe. 
Perhaps we could have diverted most of our imports of Venezuelan 
crude to Europe; however, for the following reasons we have not done 
so: 

(1) Certain Venezuelan crudes have an excellent yield of high 
octane gasoline. Due to the increasing demand of this product here, 
we have geared our operations to utilize a prorated amount of Vene- 
zuelan crude as feed stock in our Philadelphia refinery. As mentioned 
before, operational changes necessary to substitute domestic crudes for 
this amount of V enezuelan crude are expensive and impractical com- 
pared with the savings in tankers. 

(2) As you know, the Government has not approved coastwise 
movements of domestic crude in foreign-flag tankers. We do not have 
a sufficient number of American-flag vessels to handle the volume of 
domestic crude necessary to supplant the Venezuelan crude now being 
used. Consequently, we would have to supplement transportation 
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movements by the use of foreign-flag tankers which, under present 
conditions, is not possible. 

I have noted considerable discussion in your hearings to the effect 
that imports have discouraged pipeline connections to domestic wells 
and at least one insinuation that imports are of more concern to Gulf 
than domestic crude production. This is not true. I have already 
pointed out that Gulf has complied with the ODM requests with 
respect to imports. 

We have been criticized for challenging the constitutionality and the 
undue burden upon interstate commerce of a State regulation which 
attempts to force us to buy crude oil in Oklahoma for which we have 
no use and do not want. 

As an indication of our interest in domestic crude production, in 
the 5-year period 1953 to 1957, we will have invested $933 million on 
production, development, and exploration activities. The figures for 
1957 are the approved program in which we are now engaged. 

The trend of those expenditures is upward, increasing from $129 
million in 1953 to the current program for 1957 of $227 million. I 
think with expenditures approaching $1 billion in 5 years we empha- 
size our interest in the domestic oil-producing business. 

The reasons for the recent domestic crude price increase have been 

resented and discussed rather fully in previous testimony by others 

fore this committee. Good and valid reasons have Bos stated 
which I will not take your time to repeat; however, I would like to 
make a point or two with regard to the matter. 

Gulf is a domestic net purchaser of crude oil. Our domestic pro- 
duction is insufficient to meet the needs of our refineries so that we 
can manufacture the volume of products to take care of our customers, 
notwithstanding the imports we have brought to the east coast. 

In 1956 we refined in the United States over 52.5 million more bar- 
rels of domestic crude than we produced. This deficit represents pur- 
chases from other domestic producers. 

Gulf did not immediately meet the first crude price increase which 
was effective January 3, 1957, although we had felt for months that 
a crude price increase was inevitable and justified. 

Due to the various prices for different grades of crude, Gulf took 
a careful view of its situation before announcing a new schedule of 
prices. Should we meet exactly the prices as announced by some 
other companies or should Gulf establish a schedule based entirely 
upon its own appraisal of relative crude values? 

After taking into account our own situation, we announced our 
schedule on January 8. In view of the competitive situation, we 
have subsequently made adjustments. We had previously lost 5,000 
barrels a day of very desirable crude oil to a competitor who offered 
a price above Gulf’s. 

In the recent situation, had we failed to meet the price, we would 
have had insufficient oil. Had we offered too high a price, we soon 
would have had more oil than we could use. 

I said only a moment ago that we had been considering a crude-oil 
increase for months. Not only had we been constantly studying the 
economic factors involved in Gulf’s own exploration and production 
costs, but we had been subjected to outside pressures complaining 
about the prices we paid for crude. 
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We have in our files, and there have been furnished to this commit- 
tee, copies of telegrams received from independent producers and 
royalty owners asking us to consider an advance in our purchase price 
of the crude oil we bought from them. 

This is understandable. ‘They, too, in their search for and produc- 
tion of oil, have been subjected to the same economic pressures as we— 
maybe more so. If they are to stay in the business, and they are a 
vital part of the national economy, then they must receive a living 


wage. 

Since it has already been stated that Gulf is a net purchaser of 
domestic crude, we cannot escape the fact that the cost of the crude 
is a major factor in arriving at product prices. There is a direct 
relationship between the price of crude oil and the price of petroleum 

roducts. 

. The record shows that following a crude-price increase there has 
been a product-price increase, and this last movement was no excep- 
tion. Generally the price of gasoline increased about a penny a gallon; 
however, in Gulf’s territory, it amounted to approximately three- 
fourths of a cent at this last increase. Due to competitive pressures, 
the price fell off in many areas so that as of today we estimate the 
increase to be less than one-half cent per gallon. 

This has been the first general increase in the gasoline-price level 
since June 1953. Today the average tank-wagon price of gasoline 
in Gulf’s territory is approximately 1614 cents, or an advance of only 
40 percent, over a 10-year period. 

As contrasted to this, since 1947 our employees have been given 11 
so-called general and cost-of-living increases amounting to 73 per- 
cent. During the same period, the average monthly wage of our 
employees has increased 92 percent, which reflects merit increases 
over and above the general increases. 

Thus labor is an important cost factor in the oil business. 

Many people do not realize the great sums of money required to con- 
struct, maintain, and operate a modern, efficient refinery. Gulf alone 
has over $660 million invested in its refining facilities, and well over 
one-half of this sum has been invested in the same 10-year period we 
are talking about. 

The measure of the fixed capital assets employed in our refineries 
has increased from $1.71 per barrel of crude processed in 1946 to 
$2.86 per barrel of crude processed in 1956, or an increase of 67 percent. 

These refinery costs are also subject to other industry wage and 
material increases with which you are familiar. Considering all of 
the cost factors involved, our refinery-operating costs per barrel of 
crude refined in 1946 as against a barrel of crude refined in 1956 have 
stepped up approximately 100 percent. Such increases in costs inevit- 
ably influence the price of the finished product. 

Marketing costs follow the same pattern. By way of illustration, 
a service-station gasoline pump now costs us $403 as compared to 
$271 in 1947; a 2,000-gallon underground service-station tank for- 
merly cost $143 but now we pay $224; for a hydraulic grease-rack lift 
we now pay $731 as against $407 in 1947. A truck costs 54 percent 
more; a trailer tractor, 139 percent more; and a 2-door passenger car 
89 percent more. 
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Since 1948, Gulf has increased its octane number for its house-brand 
gasoline 914 octanes which costs 114 cents per gallon. Over this same 
period of time, our average tank wagon price has increased 2.7 cents 
per gallon, which demonstrates that over one-half of this price in- 
crease was brought about by increased octane requirements alone. 

The motorist is primarily concerned with the price to him of a 
gallon of gasoline at the pump. To make a purchase of Good Gulf 
gasoline today in Pittsburgh, [ would pay 30.9 cents per gallon. 

The tank-wagon price of that same gasoline to the dealer—the 
actual amount that Galt would receive for the gasoline—is 15.3 cents 
per gallon. The company that finds and produces the oil, breaks it 
up into products, and Nags them down at the retail outlet receives less 
than 50 percent of the retail price of the product. 

This is due to several reasons. First, there is a heavy tax load 
reflected in the price. Both State and Federal taxes are included in 
the price, and in the example I[ just cited, 9 cents or over 29 percent 
of the retail price is directly attributable to taxes. 

Then, too, the dealer must have a sufficient markup to stay in busi- 
ness. Like the rest of us, he has been exposed to the same inflationary 
factors—increased labor, maintenance, utilities, et cetera—and there- 
fore must maintain a reasonable margin. Contrary to popular im- 
pression he is the one who determines the margin and establishes the 
price of the gasoline at the pump. 

Regardless of the above-mentioned factors, the recent price increase 
has been questioned due to the condition of gasoline inventories. 
There have been divergent opinions expressed as to the reasonable- 
ness of gasoline stocks depending upon the speaker. Although these 
stocks have been at record levels, I noted with particular interest the 
statement of Mr. Hines Baker, president of Humble Oil & Refining 
Co., that considering line fill, operating stocks, seasonal demands, 
location differentials, increasing consumption, and the like, only about 
3 to : days’ supply of this inventory could be actually considered as 
surplus. 

Certainly gasoline inventories have some effect on the selling price 
of gasoline, but they do not have any effect on the costs of crude oil, 
manufacturing plant, or marketing distribution. 

The fact that the gasoline was in inventory and had not been made 
from the costlier crude has nothing to do with it. When there is a 
decrease in gasoline price, the converse is true, notwithstanding that 
stocks on hand were made from higher priced crude. 

This is true of necessity—otherwise, the independent refiner would 
be out of business. He has inadequate storage to protect himself 
against delayed price movements, and his products move in a con- 
tinuous flow from the crude input line to his customers. Therefore, 
when the price of crude moves, the price of his products must move— 
and to argue that the manufacturer must absorb the increased crude 
price is to argue for this man’s demise. 

One other point should be made. before leaving product prices, and 
that oe highly competitive nature of the market into which they 
are sold. 

In spite of the increasing cost factors, it is obvious that the cur- 
rent price structure is not immune to the competitive pressures which 
operate in a free market. Reduction in gasoline prices has already 
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occurred in a large area of Gulf’s marketing territory, which, in many 
cases, have eliminated the initial price increase. 

It is becoming more and more difficult to replace the reserves behind 
our growing production. It is true that domestic reserves of crude 
oil have so far followed an increasing trend, but the new oil found 
per exploratory well, or per foot of wildcat drilling, has been declin- 
ing during recent years. 

A large part of the reserves additions we have been able to develop 
to counterbalance the withdrawal of reserves by production has come 
from extensions of old fields, by development Sate or by improved 
technology. As stated by General Thompson of the Texas Railroad 
Commission : 


The whole United States discovered in new fields and new pools in old fields 
in 1955 only 476,957,000 barrels of oil, whereas the United States production was 
2,419,300,000 barrels. So it will be seen that the United States as a whole pro- 
duced her oil 5 times as fast as we found new discoveries. 

The effect of the increased costs of finding new oil reserves is that 
we are forced to replace the oil we are now producing, which was 
found at low cost in years past, by reserves being discovered and 
developed now at much greater per barrel costs. 

We have already mentioned the large capital expenditures which in 
recent years have reached record levels. And too often overlooked is 
the fact that these capital investments must ultimately come from 

orofits. In other words, we must have made a profit in order to 
ave available money to plow back into the business. 

In 1947, for example, Gulf’s total invested capital was $687 million, 
upon which we earned a return of 14.3 percent. By large capital 
expenditures since that. time, we had by 1955 increased our average 
employed capital to $1,631 million; however, the rate of return on 
this larger investment in 1955 was ny 13.7 percent. 

Figures for 1956 are not yet available; present indications are that 
that they will approximate the same ratios. Comparing these figures 
with comparable ones in other industries for 1955, 2 automotive con- 
cerns showed earnings of 23 and 25 percent; an electric company 
showed a return of 19 percent; a chemical company reported earn- 
ings of 22 percent: while the steel-industry earnings seem to about 
parallel our own. 

Our wage scales and employee benefits produce a standard of living 
second to none, These Geeaain are not free. They add to our cost 
of doing business. Any way you look at it, it becomes clear that the 
charge of “gouging the public” for the benefit of the so-called vested 
interests is just not true. 

I am sure that all industry employees, shareholders, and those con- 
nected with the industry join me in protesting any smear which 
blackens our industry’s reputation in the eyes of the public. 

Thank you very much, sir. 

Senator O’Manoney. Thank you, Mr. Whiteford. 

Mr. McHugh will now address some questions to you. 

Senator Dirksen. May I make one comment ? 

Senator O’Manonry. Yes, indeed. 

Senator Dirksen. Mr. Whiteford, I think this is one of the most 
candid and most all-inclusive statements that has been presented to the 
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committee and there is enough concrete fact in it so that it is readily 
understandable. 

Senator O’Manoney. It is a well-prepared paper. 

Mr. Waurrterorp. Thank you, sir. 

Senator Dirksen. When you talk about cost changes, for instance, 
if you anchor it and say a pump cost so much in 1947 and so much 
today, anyone can understand that. 

Mr. Wurirterorp. Thank you, Senator, very: much. 

Mr. McHvcn. Mr. Whiteford, on page 2 of your prepared state- 
ment you refer to several situations where you engaged in trans- 
actions pursuant to the plan of action under the Middle East Emer- 
gency Committee. 

I wonder, with reference to No. 2, if you can describe for the com- 
mittee who the parties were with whom you dealt there, what the 
nature of the transactions was, how they were effected, and how that 
was brought about. 

Mr. Wurrerorp. May I call on Mr. McGranahan, our vice president 
in charge of transportation, who has a more intimate know ledge of 
these facts than I do, or would you want me to answer ? 

Mr. McHven. If. you think Mr. McGranahan can answer it, fine. 

Mr. McGrananan. When the problem came up of diverting sup- 
plies to Europe, the question arose as to who had sufficient tankers 
under the United States flag to move domestic crude, and in trying to 
find companies that were in a position to supply that service, we found 
that the Standard Oil of New Jersey had ships available to move 
domestic crude and had refineries in Europe that were short of crude. 

As a result of discussions with them, we made arrangements to move 
35,000 barrels a day of Kuwait crude that had been coming to this 
country to points in northern Europe and in turn they moved domestic 
crude from the gulf coast to our refineries at Philadelphia to make up 
the oil that was ‘being diverted to Europe. 

Does that answer the question ? 

Mr. McHveu. The crude that was moved from Kuwait to Western 
Europe was moved in whose tankers? 

Mr. McGrananay. In our tankers, our gulf tankers—foreign flag. 

Mr. McHven. Did Esso acquire title to ‘purchase the crude. put on 
board tankers? 

Mr. McGrananan. We sold them on a delivered price basis, f. o. b. 
price at loading. 

Mr. McHven. With reference to the crude that was carried to your 
refineries by Standard, that, again, was carried on Esso tankers? 

Mr. McGrananan. That is “right. 

Mr. McHveu. What were the pricing arrangements of the mechan- 
ics for transmission of that crude? 

Mr. McGrananan. That was part f. o. b. to the gulf coast and 
transportation was adjusted separately. 

Mr. McHvuen. What do you mean by saying transportation was 
adjusted separately? How was that handled? 

Mr. McGraNanwan. Well, we arrived at the fact that there was a 
differential in the volume of ton-miles between moving on United 
States-flag ships versus a foreign-flag ship. We arrived at a differ- 
ential of 10 percent of that value. It costs more to build and operate 
a United States-flag ship than a foreign-flag ship and moving over a 
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differential mile route and we took that difference into consideration. 
That was the only adjustment that was made. 

Mr. McHveun. Ordinarily this shipment would have cost your com- 
pany a considerably larger amount if it was delivered directly from 
Kuwait to the east coast than the cost of the transportation from the 


gulf coast to your refineries. Was the extra expense divided between 
the two companies? 


Mr. McGrananan. Yes. 

Mr. McHveu. On what sort of a basis? 

Mr. McGrananan. 50-50. 

Mr. McHven. In other words, you added the total cost of the trans- 
portation both ways and split it down the middle. 

Mr. McGrananan. That is right. 

Mr. McHvuen. Do you know whether that has generally been the 
arrangement of the various companies with reference to sharing trans- 
portation costs pursuant to the schedules which have been entered into? 

Mr. McGrananan. I don’t know. Would you 

Mr. Ruoapes. I don’t know. 

Mr. McGrananan. I can’t answer that. 

Mr. McHuen. Were the details of this arrangement reported to the 
MEEC? 

Mr. Ruoaves. Yes. Thatisright. All arrangements made pursuant 
to the Middle East Emergency Committee action have been reported. 

Mr. McHvueu. How soon after the transaction was completed are 
these reported ? 

Mr. Ruoapes. I could not answer that, sir. I have not made the 
reports myself, but I know that the requirements of the arrangements 
within the Committee specify that that should be done and I am sure 
they were done in the proper timing as required. 

Mr. McHvan. Were the transactions approved by MEEC? 

Mr. Ruoapes. I don’t say the transactions are approved by the Com- 
mittee, because the Committee does not have that function. They 
make the recommendations for certain scheduling and under those 
schedules, the companies are expected to cooperate to the extent they 
can. 

Mr. McHvuen. Are the transactions required to be approved by 
MEEC or Government agencies ? 

Mr. Rnoapes. No. The requirements are that the reporting of the 
action taken, any arrangements made are reported and submitted to 
the Government through the companies making the arrangement. 

Mr. McHvan. You are simply required to make a report of it? 

Mr. Ruoapes. Yes. 

Mr. McHvueu. Does MEEC, after making any review of this, ever 
question the method in which it is handled, or ask for any details 
concerning it? 

Mr. Ruoapes. Not tomy knowledge, no. As I understand, the Com- 
mittee’s function, it is to specify how this emer gency may be met, by 
moving oil from the Middle East that comes to the States to Europe 
or by div erting other oil to Europe in the emergency, and there are 
schedules under which that can be done. 

The Committee then is finished, It is up to the individual companies 
who, after examining their situations, find that there is an arrangement 
between them that could come within that schedule. 
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Mr. McHveu. Before the particular transaction referred to in 1 was 
entered into, did the two companies communicate that information to 
MEEC or your plans for making the type of exchange ? 

Mr. Ruoapes. Well, I think the Committee in its subcommittees did 
have information that here were two companies that had a situation 
and they could get together. Now, the Committee was not concerned 
with which companies did what, but only to examine the situations 
and see where these pieces could be fit together. 

Mr. McHueu. Were the details of this particular exchange dis- 
cussed at any of the subcommittee meetings of MEEC? 

Mr. Ruoapkgs. I would not know that because I am a member of the 
Committee, but not a member of any subcommittee. So I would not 
know that that actual transaction was discussed as such. I would 
rather suspect that it was not in the details of it because that isn’t the 
way the committee functions. 

They do submit material from the various companies so that the 
subcommittee knows what the situation is with respect to supply and 
requirement. But actually whether they examine what kind of a deal 
Mr. McGranahan here made with Esso, I am not aware of the facts on 
that. 

Mr. McHvueu. Where were the details of the commercial transaction 
arrived at? Where were they made? 

Mr. Ruoapves. They were made between representatives of our com- 
pany and representatives of Jersey. 

Mr. McHueu. Where? 

Mr. Ruoapes. It might have been done in New York; it might have 
been done between New York and Pittsburgh by telephone, or other 
discussions. Mr. MeGranahan may indicate what his part of that is, 
so far as transportation is concerned. 

Mr. McHveu. Will you tell us, Mr. McGranahan? 

Mr. McGrananan. Yes. 

Members of the Tanker Subcommittee of the MEEC furnishing 
schedules, you could see that certain adjustments could be made. 

Mr. McHvueu. Are you on the Tanker Subcommittee ? 

Mr. McGrananan. No, 1am not. We have a representative on that 
committee. 

Mr. McHveu. Who is he? 

Mr. McGrananan. Mr. H. B. Brown, and Mr. Thompson. We have 
two representatives. 

And, in looking at those schedules, you could see there was a pos- 
sibility of making adjustments along the line the MEEC wants, to help 
improve the situation in Europe, and everybody was asked to try to 
work that out. 

Representatives on the Tanker Subcommittee and Esso’s representa- 
tive got together to discuss the possibilities of trying to improve the 
delivery situation in Europe by this exchange, and that is how the mat- 
ter started and came about. 

Mr. McHvueun. Your representatives, I assume, did discuss that at 
the meetings of the Tanker Subcommittee? 

Mr. McGrananan. They discussed the desirability of such moves 
for the industry, and for everyone to try to get behind and improve it. 

Mr. McHven. You are speaking of these particular transactions ? 
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Mr. McGrananan. I don’t think it was discussed specifically in that 
Committee, but it was as a result of the work of that Committee that 
this work came about. 

Mr. McHvueu. Did other members of the Tanker Subcommittee 
know that this particular transaction was to be effected between Gulf 
and Esso? 

Mr. McGrananan. I think they did—trying to work it out. 

Mr. McHueu. Would they be familiar with the details of the com- 
mercial transaction ¢ 

Mr. McGrananan. I don’t think so; not that far. 

Mr. McHvuen. Were the reports that you made, which would set 
forth the nature of the transaction after it takes place, be available to 
these—— 

Mr. McoGrananan. Be available to whom? 

Mr. McHven. Available to the other members of the MEEC. 

Mr. McGrananan. A report was made of the change in volume, 
but not in any detail. 

Mr. McHvuen. You say not in any detail. Would the question of 
pine and the method by which the transportation costs are shared 

e set forth in your report? 

Mr. McGrananan. It is not my impression; no. 

Mr. McHvuen. Can you tell us what kind of information would be 
set forth in your reports, describing the transaction ? 

Mr. McGrananan. Describing the fact that we were substituting 
35,000 barrels of Middle East crude that formerly came to this com- 
pany, now going to Europe, and in Europe using domestic crude to 

ink that up. That flow of oil, that general shift, was reported to the 
Committee. 

Mr. McHveun. But, then, there is no requirement that the specific 
details of the transaction would be made available in your report? 

Mr. McGrananan. Not that I am familiar with. 

Mr. Ruoanes. I believe that the details of the report would show 
the members in the Government departments that are interested. I 
am sure that they were not distributed to the members of the Com- 
mittee. The Committee, as such, is not interested and does not func- 
tion that way. The exchanges and arrangements between the 
companies are purely outside the Committee, as such. 

The Committee only is to bring information to bear which, as I 
said a little bit ago, indicated that here were two situations that could 
be matched, and then it is up to the companies, and if they can find 
in the framework of their economic position, find it well to go ahead 
and make the deal, they will. There is no compulsion in it at all. 

Mr. Wurrerorp. Mr. McHugh, our conception of this MEEC Com- 
mittee, it is a scheduling of the information, a cross-check scheduling 
of the information on the tankers available, and it is purely a trans- 
portation unit. 

According to the understanding I have, it has nothing to do with 
the financial arrangements which are made between any companies. 
It is outside of the framework of the MEEC. 

Mr. McHvueu. There are some discussions, I understand from the 
testimony, of the Tanker Subcommittee concerning the availability. 

Mr. Ruoapes. The possibility of those two companies making an 
arrangement that will amount to moving so much oil this way, and 
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so much that way. But the economic factors involved in it, whether 
it is going to cost one this much or one that much, is not an affair 
of the Committee. 

Mr. McHveu. You are telling us that this commercial data is not 
discussed at the MEEC meeting or at the meeting of any of its 
subcommittees ? 

Mr. Ruoapes. So far as I know, it would not be, but I cannot speak 
for the subcommittees because I have not attended any of their meet- 
ings, but the meetings that I have attended of the main Committee, 
that sort of thing has never been discussed at any meeting I have 
attended. 

Mr. McHvuen. The main Committee of MEEC? 

Mr. Ruoapes. Right. 

Mr. McHueux. Presumably, if it arose, it would be at the appro- 
priate subcommittee, I presume? 

Mr. Ruoaves. I don’t see how there would ever be an occasion for 
it to arise, Mr. McHugh, because that is not in the area of the commit- 
tee’s function. 

Senator O’Manonry. Now, then, if I understand your testimony 
correctly with respect to this first sentence in paragraph 1, page 2, it is 
that MEEC does not review the financial arrangements that any of its 
members may make to procure the transfer of oil for delivery ? 

Mr. Ruoapes. To the best of my knowledge, that is true; yes. 

Senator O’Manonery. Now, this sentence reads as follows: 


We made an agreement with another company— 


and, I take it, it means Gulf made an agreement with another com- 
pany which is not named? 

Mr. Ruoapes. Esso. 

Senator O’Manonry. With Esso—“whereby 35,000 barrels daily of 
Kuwait crude ordinarily refined in the United States”—that is to say, 
oil which had been imported from Kuwait—— 

Mr. Ruoapes. Right. 

Senator O’Manoney. And refined in the United States—“was di- 
verted to refineries in Western Europe substituting an equal volume 
of domestic crude delivered to us”—the Gulf—“in the United States.” 

Now, the contract was made with Esso. That is clear. Was it 
Esso which refined this Kuwait oil in the United States? 

Mr. Ruoapes. No. 

Mr. Wuirterorp. No. 

Senator O’Manonry. Who refined it? 

Mr. Ruoapes. Gulf Oil. 

Mr. Waurrerorp. Gulf Oil, at our Philadelphia refinery, Senator. 

Senator O’Manoney. So that you made a contract with Esso, 
whereby 35,000 barrels daily of this Kuwait oil, which Gulf ordinarily 
refined in the United States, was diverted to refineries in Western 
Europe. What refineries? 

Mr. Wurtrrorp. I don’t know which ones, but I judge they would 
be Esso refineries. 

Senator O’Manoney. Esso refineries in Western Europe? 

Mr. Waurrerorp. I would think so. 

Senator O’Manonry. “Substituting an equal volume of domestic 
crude delivery to us in the United States.” Does that mean that Esso 
substituted United States domestic crude? 
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Mr. Wuirerorp. Yes. 

Mr. Ruoapes. I believe I can make a statement, Senator, that helps 
clarify it. 

The crude that we haul from Kuwait, as Mr. McGranahan has said, 
was hauled in our own ships, and ordinarily they would have con- 
tinued the voyage to Philadelphia. On the barrel-for-barrel arrange- 
ment, we delivered crude to Esso at the gulf coast. They bought it, 
the crude. They delivered that crude to Philadelphia, and it went 
into our refinery just as if our own ships had pulled up and discharged 
ae for barrel the oil that we discharge at a port for them in 

urope. 

So the oil that we were talking about substituting, the domestic 
crude that came to Philadelphia, ordinarily would not have reached 
Philadelphia, would not have gone into our plant. 

Senator O’Manonry. It was Esso oil? 

Mr. Ruoapes. It was Esso oil when it was delivered. 

Senator O’Manoney. When it was delivered where? 

Mr. Rroapes. Well, they purchase the oil from us in order to have 
oil to exchange for the oil that we unloaded to them in Europe. 

Senator O’Manonery. I don’t follow you. 

Mr. Wuirerorp. No. That is a little—— 

Mr. Ruoapes. That is 

Mr. Wuiterorp. Senator, let me try again. We are all trying to 
get more oil to Europe. 

The first part of this deal was in order to get more oil to Europe 
after the closing of the canal, to make more efficient utilization of the 
tankers, both foreign flag and American flag, by pooling them where 
it could be done, in the opinion of the companies, without too great 
an economic sacrifice. 

This is a voluntary proposition. So, the first move in this deal was 
to use our tankers on a shorter haul, to haul Kuwait crude to these 
European refineries. 

Senator O’Manonry. Right. 

Mr. Wuirerorp. That part is clear. 

Now, the second thing was that in order for that domestic oil to 
reach us in Philadelphia, we used Esso tankers, American-flag tankers, 
which were in the regular run from the gulf coast to the Atlantic 
seaboard. 

Senator O’Manoney. Did these Esso tankers transport your oil or 
Esso oil? 

Mr. Wuirerorp. That is where it sounds complicated. We sold 
them, in other words, so they did not want to take out of their stocks, 
because they were trying to ship all the oil they could to Europe. So 
we sold them out of our stock of oil in Texas 35,000 barrels of oil and 
they, in turn, sold us out of their stocks 35,000 barrels of oil. 

0, in the end, you can say it was our oil that they transported, or we 
sold our oil to them to move to Europe, and they sold us their oil to 
move up to Philadelphia. 

Senator O’Manoney. Pardon me, sir, if I ask you to help me rewrite 
this first sentence. 

After the words “Western Europe, substituting an equal volume of 
domestic crude deliveries to us.” 

Now, whose domestic crude? 
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Mr. Wuirerorp. You mean, technically, which barrels? I don’t 
know. 

Senator O’Manoney. Not the number of barrels, but whose crude? 
This is a contract between Gulf and another company, namely, Esso. 
So this was your oil from Kuwait 

Mr. Wurrerorp. That is right. 

Senator O’Manoney (continuing). That you sent over to 
Europe—— 

Mr. Wuirerorp. Right. 

Senator O’Manoney (continuing). And there was something sub- 
stituted for that to you at Philadelphia? 

Mr. Wuriterorp. That was Esso’s oil. They have title to that oil. 

Senator O’Manoney. The sentence reads: 


* * * substituting an equal value of Esso domestic crude—— 


Mr. Wuirerorp. Right. 
Senator O’Manoney (continuing) : 


delivery to us in the United States. 


Mr. Wurrerorp. Right. 

Senator O’Manoney. To your refinery ? 

Mr. Wuirerorp. Right. 

Mr. McHveu. With reference to this same transaction, Mr. White- 
ford, on what basis were the tanker rates computed ? 

Mr. Wuirerorp. I will have to ask Mr. McGranahan. 

Mr. McGrananan. We did not discuss tanker rates. We moved on 
ton-miles of oil moved, and split the savings. There was no discussion 
of rate. 

Senator O’Manoney. You split the savings? 

Mr. McGrananan. In ton-miles. 

Mr. McHven. You had to figure tanker rates at some basis? 

Mr. McGrananan. No; we didn’t use any basis. We had ton-miles. 

We contributed so many ton-miles, and they contributed so many ton- 
miles, and we added the 10-percent factor for increased operating 
costs of a United States flag vessel or foreign flag, and we came out 
with a savings in ton-miles. 

Mr. McHveun. A savings in ton-miles. 

The savings you speak of, savings as a result of reduction of 

Mr. McGrananan. The overall movement, the total mile, the unit 
transportation. And that was to be repaid in unit transportation, 
without a discussion of a price. 

Mr. McHvuen. We have heard testimony before the subcommittee 
that the rates at which oil is hauled are based upon either the so-called 
spot tanker rate or the so-called London award. I am trying to deter- 
mine from you, with reference to the cost of shipping the crude that 
was involved in this transaction, whether or not it had some relation- 
ship to one or the other of those methods of computing tanker rates. 

Mr. McGrananan. No relationship. This was a negotiated deal, 
and no relationship. 

Mr. McHven. Is the same true with reference to other transactions 
entered into by your company under any of the MEEC schedules? 

Mr. Ruoapes. I don’t know of any other one of that nature. 

Mr. McGrananan. I don’t know of any other deal we have entered 
into, at this time. 
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Mr. McHvueu. Were there no other exchanges or arrangements 
made by your company pursuant to any of the MEEKC schedules be- 
sides the one you have just described? No. 2 describes another type 
of situation. 

Mr. McGrananan. I think No. 2 is an example of 

Senator O’Manonry. Before we leave No. 1, please, the reason I 
asked the question is because the testimony was given that none of the 
financial arrangements with respect to this agreement mentioned in 
paragraph 1 were presented to MEEC. 

You don’t mean by that to say that there were no financial arrange- 
ments, do you? There were financial arrangements ? 

Mr. Wutrerorp. You mean, between Esso and Gulf? Yes, sir; defi- 
nitely there were. 

Senator O’Manoney. Certainly. 

And what types of arrangements were they? Did that increase the 
cost to you or to Esso? 

Mr. Wuirerorp. Of the crude oil, as laid down in our refinery, for 
instance, in Philadelphia? I understand the reason they arrived at 
this deal, at least in the general policy that I set down, Senator, after 
we heard about the MEEC, was that we would go as far as we could 
in cooperating with the MEEC, as long as it didn’t cost our share- 
holders any appreciable amount of money. 

Senator O’Manoney. Yes; I think that is a common consideration. 

Mr. Wuiterorp. I haven’t analyzed this one, but I would judge from 
the report I got, and I will ask Mr. McGranahan in a minute, there 
would have been a deal where it did not cost either company, or save 
either company any amount of money. 

It would be a saw-off to where I could say we were not losing any 
money by trying to make this exchange. 

Senator O’Manoney. But if there were any increased costs by rea- 
son of increased tanker rates, you would have to pay that increased 
cost, would you not? 

Mr. McGrananan. Senator, we were paid back in kind, not in 
money value but in ton-miles. 

Senator O’Manoney. In ton-miles of transportation ? 

Mr. McGrananan. That is right, sir. 

Senator O’Manoney. In other words, Esso would deliver you, in 
—_ for this ton-miles of transportation, the oil from somewhere 
else 

Mr. McGrananan. Ton-miles of tanker time. 

Senator O’Manoney. Of tanker time? 

Mr. McGrananan. That is right. 

Senator O’Manonery. What particular consideration was given? 
What was the transaction that completed the agreement ? 

Mr. McGrananan. Well, we added up the total amount of trans- 
portation that was involved in both arrangements and the savings 
were split, and they agreed to pay us back in ton-miles, service in kind. 

Senator O’Manoney. I think I see it. 

Mr. McHveun. I am waiting for the representative of your com- 
pany who was on your MEEKC. It is Mr. Rhoades? 

Mr. Ruoapes. Yes. 

Mr. McHven. Do you know whether there was any consideration 
given at any of the MEEC meetings to have any Government em- 
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ployee present at the time the commercial details of the transactions 
were worked out? Was that ever discussed ? 

Mr. Ruoapss. No. 

Mr. McHvueu. Wasn’t there any reference by counsel for MEEC at 
any point concerning whether or not these transactions should be made 
i the committees of MEEC as against permitting the companies 
to arrange it ed themselves outside of the meetings ? 

Mr. Ruoapes. The only way those arrangements can be made be- 
tween two companies is that they go and do it themselves after it has 
been determined that this kind of an arrangement falls within the 
schedule that the committee has recommended, and that has been 
approved for action with the proper governmental entities in full 
understanding and approval. 

Mr. McHueu. You say the only way it could be done. You mean, 
that is the only way in which it was decided that it should be done? 

Mr. Ruoapes. That is right. 

Mr. McHvueu. It could ont been done in meetings, I assume. It 
— have been done at some of the subcommittee meetings, just as 
well. 

Mr. Ruoapes. Well, it could have, but then, as I said, I have never 
attended a subcommittee meeting and I am not aware that those deals 
were made in the committee meeting, and—— 

Senator O’Mauoney. Is it possible that this is one of the trans- 
actions subject to postaudit by the Government ? 

Mr. Ruoapegs. Oh, definitely, because that is what the reports are 
entered for, so that the records will be there to state the kind of a 
deal that has been made. 

Senator O’Manoney. The postaudit plan is to make it possible for 
the companies among themselves to carry on this transfer of tanker 
delivery, and then, after an amount of postaudit review by the United 
States Government officials—— 

Mr. Ruoapes. Yes; the record is there for them. 

Senator O’Manoney. And no Government official was present at the 
time the matter was done, because it was not done by MEEC, it was 
not done by any subcommittee at which anybody from Gulf was 
present # 

Mr. Ruoapss. That is correct. 

Senator O’Manoney. Thank you very much. 

You may proceed. 

Mr. McHveun. Sir, I would like to refer to a document obtained by 
the subcommittee under subpena from the Gulf Oil Co., and it is 
identified by the company as G1-387. It is entitled, “Memorandum 
of Gulf-Esso Crude Oil and Transportation Exchange.” It is ini- 
tialed at the bottom “Z. D. Bonner.” 

Can you tell us who Mr. Bonner is? 

Mr. Ruoapes. Dave Bonner is a member of the subcommittee. 

Mr. McHueu. Subcommittee. 

Mr. Ruoapes. Yes. He is a member of the Supply and Distribu- 
tion Subcommittee of MEEC, and is in our coordination department 
in Pittsburgh, and a coordinator among our departments is the clear- 
inghouse, you might say, for the arrangements on supplies and dis- 
tribution in our own company. 
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So, in his function in Gulf, he would have been in on the arrange- 
ments with the other company, but not in his capacity as a member of 
the subcommittee. 

Mr. McHveu. In this memorandum, the details of the transac- 
tions between Gulf and Esso are enumerated, and the concluding item 
is numbered 13, under the heading “Economics,” and it reads: 

If Gulf utilizes its sale of the transportation savings to sell Kuwait crude in 
northwest Europe on a delivered basis (and assuming no loss on the quality 
differential and the full 10 percent freight premium) it is estimated that Gulf 
will realize an Overall profit of about 33 cents a barrel, after all taxes of Middle 
East crude delivered to Esso. Expressed in another way, if Gulf delivered 
35,000 barrels per day of Middle East crude to Esso and sells an additional 
5,000 barrels per day of Kuwait crude in northeast Europe on a delivered basis, 
Gulf’s overall profit, after all taxes, would be about $11,500 per day. 

Can you tell us what the total amount of the profit was to the com- 
pany on this particular transaction? Does this reflect 

Mr. Ruoapes. That would depend on how long the agreement is 
in force, which would permit us to move the extra oil on which that 
is made. 

Mr. McHvucu. What was the period of time under that agreement ? 

Mr. Ruoapes. The limitation, I believe, under the committee, would 
be the end of March. 

Mr. McHvuen. Until the end of March? 

Mr. Ruoapes. Yes. 

I believe that is the way the committee setup was, that all these 
arrangements would be indefinite, but could be cut off at the end of 
March, and I don’t know what the document you have in your hand 
there is which indicates what is actually stated in that respect by the 
memorandum. 

Mr. McHvueu. Can you tell us through the end of February, based 
upon this or any other information, approximately what profit the 
company had netted from the transaction ? 

Mr. Ruoapes. Well, the only way I could arrive at that—i do not 
have the figures—would be the effective date of the agreeement then 
carried through to the end of the month. 

Mr. McHvueu. You don’t have any information on that transaction ? 

Mr. Ruoapes. I don’t have the details on that but, if I understand 
the calculation of the profit there, it is in the availability or the op- 
portunity for us to move additional oil that we wouldn’t move other- 
wise, not in the fact that we made so much on the oil that was moved 
under this arrangement. 

Senator O’Manonery. You have no reason to challenge this state- 
ment, have you? 

Mr. Ruoapes. I have not, sir, because I have not seen the statement. 

Mr. McHuen. Do you have a copy of the documents subpenaed, 
with you, sir? 

Mr. Epwarps. No, sir; we do not. We do have them in our files, 
however, but we do not have them with us. 

Mr. Ruoapes. No, sir; I have no reason to challenge it, but—— 

Senator O’Manoney. Examine it from the beginning, won’t you? 
I want you to see the entire documents. It is one of the documents 
we received from yotir files 

Mr. Ruoapes. Yes. 
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Senator O’Manonry (continuing). Under subpena. But I just 
wanted to identify it by one of the witnesses. 

Mr. McHvuen. Can you tell me, Mr. Rhoades, whether or not there 
was an increase in your Kuwait production in the early part of this 
year over, say, September of last year ? 

Mr. Ruoapes. I can’t answer that offhand because the curve does 
move up and down from month to month, and it was definitely far 
down in December, November and December, but we did move more 
oil in January than we did immediately after the closing of the canal. 

But as to the exact figures of comparison in September, I 

Mr. Wurrerorp. You say in September of last year, as against 
January ? 

Mr. McHvueu. As against January. 

Mr. Wurtrerorp. I would think—didn’t we resume our full ship- 
ments? I would think January would be up over September, be- 
cause—— 

Mr. Ruoapes. It could have been up, but I would not try to say. 

Mr. Wutrerorp. I would think it would have been up in January, 
over September, because we entered into a contract for an increased 
amount of oil to be sold, starting in January. 

Mr. McHvueu. That is the contract you are just describing? 

Mr. Wurrerorp. No. This is an entirely separate contract, a con- 
tract to sell Shell Oil Co. for their European refineries. That was 
entered into, which should have been effective in January, unless the 
canal situation was so bad that it caused our figures to come down, 
but ordinarily our scheduling of lifts for January from Kuwait 
would have been heavier than in September because there was an in- 
crease in the lifting. 

Mr. McHucnu. Do I understand that despite the closing of the 
canal, the difficulties of transportation as a result of arrangements 
which your company entered into with Shelli, nevertheless you were 
increasing production in Kuwait? 

Mr. Ruoaves. Not in January,no. I don’t think that figure would 
hold. 

Mr. Wuirerorp. I said schedule. We have a negotiation for the 
sale of an increased amount of crude oil from Kuwait that has been 
going on for a period of a year, and so that contract would have 

en effective as of January 1. 

Mr. McHvueu. Are you speaking here about increasing produc- 
tion or shipments ? 

Mr. Wurrerorp. Both. 

Mr. Ruoapes. Production has not increased. The level of produc- 
tion was not back to the times when the field was closed in, practically. 

Mr. Wurrerorp. I am talking about the schedule. I am not talk- 
ing about the amount. 

Mr. McHvuen. How much of a reduction in production was there? 

Mr. Wurtrerorp. You mean, with the closing of the canal ? 

Mr. McHvueu. Yes. Say between September and the early part 
of this year, of your production in Kuwait. 

Mr. Ruoapves. Our production in Kuwait, I would relate to the oil 
that was moved away from port. I don’t have the exact figures, 
but it was of the order of 500,000 barrels a day, and it did not get 
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back to that figure until February. In February it has gotten back 
over 500,000—February and March, but not in January. But I 
don’t have the exact figure for the schedule in January. December 
and November were down, very far. 

Senator O’Manonry. Mr. Whiteford, the staff here has a number 
of questions that will be propounded. It is 10 minutes of 12, and 
there are just a few questions that I would like to ask, in order to 
draw a picture of the operation. 

In the first place, the list of the 15 original members of the MEEC 
shows that Gulf Oil Co. stands No. 3 on the list in the order of assets 
as of 1955. These figures were drawn by our economist from Stand- 
ard & Poor’s publication. So I think there is no question of their 
authenticity. 

Now, some of these members are associated with one another in 
operations in the Middle East. The Gulf Oil Co. doesn’t seem to be 
associated with any of them. The operation in Saudi Arabia, for ex- 
ample, is conducted by Aramco—Arabian-American Oil Co.—which is 
a corporation owned by the Texas Co., Socony Mobil Co., Standard Oil 
Company of California, and Standard Oil Company of New Jersey. 

The Standard Oil Company of New Jersey, with Socony Mobil Co., 
have another company, the Standard Vacuum Oil Co., in which they 
each have 50 percent ownership, and that company is a member of 
the MEEC, and so it goes. That is all in the record. I don’t have to 
repeat it except for your information, and I am sure you know it all 
yourselves. 

Bearing in mind that the Supreme Court of the United States back 
in 1911 ordered the dissolution of the Standard Oil Co., in order to 
break it up into several units, do you think that there is anything in 
this picture presented on the membership of the MEEC of the com- 
ase I have mentioned who are associated together in the Middle 
“ast operations; is there any semblance to the combination which 
formerly existed and which was dissolved by the Supreme Court of 
the United States ? 

Do you find that their operation has any effect upon your operations 
abroad? Iam talking of normal times. 

Mr. Wurrerorp. Abroad ? 

Senator O’Manonry. Yes; in the Middle East. 

Mr. Wurrerorp. No. We don’t have any contact with them, really, 
in the Middle East. 

Senator O’Manoney. Did you ever attempt to have any contact? 
Did you ever make any effort to become associated with them ? 

Mr. Wuirerrorp. Well, we became associated with them in this 
Tranian deal, through the consortium arrangement, which I know you 
are acquainted with. 

Mr. Ruoapes. May I comment, Senator? 

Senator O’Manonry. Yes, indeed. 

Mr. Ruoapes. Gulf was a member of the original Turkish Petro- 
leum, later converted to Iraq Petroleum, in Iraq 

Senator O’Manonry. Yes. 

Mr. Ruoapes (continuing) : From which association we withdrew— 
I don’t have the exact date, but it was in the middle thirties. 

Senator O’Manonry. Why did you withdraw ? 
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Mr. Ruoapes. Well, I wasn’t an executive in those days, although 
I was down in the column scratching, with oil in my fingers, but I 
believe the executive decision was made in view of the kind of an 
association it was, in which constituent members benefited by the fact 
that Iraq came into production only by hauling the oil to the market 
itself. Gulf did not have markets in that part of the world in those 
years. 

Therefore, we were putting our money in but had nothing to come 
out, and I imagine that the management thought the shareholders 
might take a dim view of that if we stayed with it too long, so they 
saw fit to reverse their position. 

Senator O’Manonry. You will remember that, years ago, when the 
famous Red Line agreement was made—— : 

Mr. Ruoapes. I fear I can remember it, yes. 

Senator O’Manoney (continuing) : Part of that agreement was that 
those who were in the combine would not operate outside in competi- 
tion with one another; isn’t that right? 

Mr. Ruoapes. That is right. 

There was an area of interest that the organization had agreed to 
work in conjunction, if at all. 

Senator O’Manonry. Does the fact that Texas Co., Socony Mobil, 
Standard of California, and Standard of New Jersey are all owners 
of Aramco, 3 of them 30 percent owners and 1 of them, Socony Mobil, 
a 10 percent owner—does that combined ownership of Arabian- 
American Oil Co. have any effect in reducing competition among the 
4 owners in the area in which Aramco operates ? 

Mr. Wuirerorp. I think we shouldn’t try to answer that, Senator. 

Senator O’Manoney. I think you are pretty good observers. Judg- 
ing by your testimony, you know what goes on around you. 

Mr. Wurtrerorp. Well, the reason I say that, we are not important 
marketers in the territory that I think you are referring to. 

Senator O’Manonry. You have Kuwait. 

Mr. Wurrerorp. There is no interference with our selling our oil 
from Kuwait. We have been able to scratch hard and find ourselves 
a market. But we don’t market Kuwait crude oil directly ourselves 
in the European market. 

Senator O’Manonry. This mysterious Shiekdom of Kuwait is close 
enough to Saudi Arabia to make it reasonable to believe that any oil 
company operating in Kuwait knows what is going on in Saudi 
Arabia. 

Mr. Ruoapes. Well, sometimes we are a little out of date, Senator. 

Mr. Wuirterorp. I wish we knew a little more, I admit. 

I think, Senator, maybe you seem to think that being an American 
oil company, we ought to be closer in touch with what goes on between 
Kuwait and, we will say, Saudi Arabia, but bear in mind that Kuwait 
is operated by the Kuwait Oil Co., and the British Petroleum and 
Gulf are shareholders, and they have their own separate company 
which is set up. 

Senator O’Manoney. British Petroleum and Gulf are owners in 
Kuwait? 

Mr. Wuirerorp. That is right; 50-50 owners. 

Senator O’Manoney. 50-50 owners. 

Now, British Petroleum is owned by whom ? 
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Mr. Wurrerorp. 51 percent is owned by, I believe, the British 
Government, and the rest of it by outside shareholders, mostly Euro- 
pean shareholders—by the public. 

Mr. Ruoapes. There is another oil entity involved in there. The 
old Burma Oil Co. is a substantial shareholder. 

Senator O’Manoney. It is a fact, from your testimony, that Gulf 
Oil Co. is in partnership in Kuwait with the British Petroleum Co., 
which, in turn, is owned by the British Government? 

Mr. Wurrerorp. No, sir; just a minute. 

We are not in partnership with them. This is rather an invabiel 
arrangement. Mr. Rhoades has been there longer than I have, so 
I will ask him to comment. 

Mr. Ruoapes. I might just preface the fact that I do remember 
these things because in my earlier years I traveled out in those parts 
on exploration assignments, and we had, while we were members of 
the Iraq Petroleum Co. ° and in which the Red Line agreement was 
still effective, been seeking a concession in Kuwait. That goes back 
quite a long time, 30 years, and we, of course, met competition. And, 

after so long, you sometimes join your competition when you can’t 
beat them. 

Senator O’Manoney. Oh, yes. That is common, even here in the 
United States. 

Mr. Ruoapes. And that is how we happened—— 

Senator O’Manonry. It is common in politics, too. 

Mr. Ruoapes. That is how we happened to be jointly interested 
in Kuwait with the British Petroleum. It was then known as Anglo- 
Tranian. 

Senator O’Manoney. This is an unusual arrangement. Won’t you 
please describe the unusual characteristics of this arrangement ! 

Mr. Rwoapes. Well, I don’t know that it is unusual, Senator. The 
unusual part of it probably is in the arrangement I mentioned, that 
the old Iraq agreement specified that the constituent members haul 
their oil to market. In that way, then, they derived benefit from 
the association and the operations. 

Senator O’Manowry. But the picture we have here is that of an 
American corporation, created by one of the States of our Federal 
Union, in the oil business with a company of which the British Gov- 
ernment owns 51 percent. 

Mr. Ruoapes. ‘That is only by impugning the stockholders of the 
company. The company isa British company and, so far as we know, 
it operates just the same as if it would be entirely owned by the public. 

Senator O’Manoney. I am not attempting to impugn anybody or 
anything, but I just want the facts. 

Mr. Ruoapes. That is right. But our association with them comes 
about in this way, as the situation stands right now: 

Gulf, an entity of Gulf, owns a basic concession, which is a one- 
half undivided interest in the territory, the concession itself. The 
Kuwait Oil Co. is a vehicle to operate that, and it is owned jointly 
by the two concession-owning companies. 

Senator O’Manonry. By British Petroleum and by Gulf. 

Mr. Ruoapes. And it is a British company, and its stockholders are, 
on the one hand 











1278 EMERGENCY OIL LIFT PROGRAM 


Senator O’Manoney. Your statement was that 51 percent of the 
stock of the British Petroleum was owned by the British Government. 

Mr. Ruoapes. That is right. 

So the British company stock comes down to a bare 2514 percent. 

Senator O’Manoney. Here we have an American-chartered com- 
pany, by one of the States, not by the Federal Government, which 
has an arrangement with another company, 51 percent of which is 
owned by a political unit known as the United Kingdom. Isn’t that 


right ? 
ai. Ruoapes. That is the stock ownership of British Petroleum; 
yes 


Mr. Epwarps. Senator—— 

Senator O’Manonry. 51 percent is Government, and the rest pri- 
vate stockholders? 

Mr. Ruoapes. Right. 

Mr. Epwarps. May I interject something that will clear up the 
problem ? 

Senator O’Manoney. Please identify yourself. 

Mr. Epwarps. My name is W. B. Edwards. I am a lawyer for 
the Gulf Oil Corp. 

Senator O’Manoney. Congratulations. 

Mr. Epwarps. Thank you. 

When we were first negotiating for the concession in Kuwait, we 
were approached by a man named Major Holmes, who had spent 
most of his time in Kuwait, and, through the drilling of water wells 
and supplying the natives and the kingdom with water, he had in- 
gratiated himself with the rulers of Kuwait. 

Senator O’Manoney. Off the record. 

(Discussion off the record. ) 

Mr. Epwarps. But in any event, Major Holmes was convinced that 
there were possibilities of oil deposits in Kuwait, and had approached 
the ruler, who was his good friend, for the purpose of trying to get 
out that oil. Due to the fact that he had done so much for the king- 
dom he had a favored position, and the Sheik said he would honor any 
trade that Major Holmes proposed. ° 

Major Holmes brought the trade to us knowing that we were inter- 
ested. When we attempted to close the negotiations for the conces- 
sion, we ran into a British treaty of 1899 with the kingdom of Kuwait 
whereby the Sheik had bound his country in return for the protectorate 
status of the Middle East countries afforded by Great Britain, to 
allow no one but British nationals to exploit the natural resources of 
his country. 

When the British Government was approached to see if this treaty 
could be amended or could be waived, they suddenly became interested 
in the oil in Kuwait, and they had the British company that was 
owned, you see, and, therefore, we ran into a roadblock. They would 
not waive the treaty. The Sheik would not go back on his word to 
Major Holmes. 

Therefore, we were forced into the arrangement that has been 
— to you with the British Petroleum Co. That is how it came 
about. 

Senator O’Manoney. You were forced by the profits. 
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Mr. Epwarps. Well, sir, we even solicited and received the aid of 
the State Department at that time to intercede with the British Gov- 
ernment to see if we could work out some sort of oo. (ore by 
which we could secure the concession to which we felt we had the prior 
right. The State Department even was unsuccessful, and in the final 
analysis told us, the Gulf Co., that the best the State Department 
could do for us was this arrangement, and recommended that we accept 
it. So that is 

Senator O’Manoney. Since you are a lawyer, you are undoubtedly 
aware that under the Constitution of the United States, Congress only, 
and not the State Department, has the authority to grant any Ameri- 
can the right to enter into any compact of any kind with a foreign 
State. 

Mr. Epwarps. Yes, sir; but we were soliciting the aid of the State 
Department in negotiating with the British Government. 

Senator O’Manonry. Yes. So you could enter into this contract 
with the British Government. That is the point that I have been 
trying to drive home here all the time. 

Now, then, with respect to another one of these operators in the 
Middle East, the Dutch Shell, do you have any arrangement with the 
Dutch Shell Oil Co. ? 

Mr. Wuirerorp. The arrangement we have with the Dutch Shell is 
that they are our largest single customer for Kuwait crude oil. 

Senator O’Manonery. Do you have any arrangements with them; 
any associating arrangement or partnership ? 


Mr. Wutrerorp. Only the sales contract. In other words, we sell 
them crude oil. 


Senator O’Manonry. Nothing else? 

Mr. Wurrerorp. Nothing else. 

ae O’Manonry. No joint management of any other enterprise 
at all? 

Mr. Wuirerorp. You mean around the whole world? 

Senator O’Mauonry. Yes. 

ee Wurrerorp. I don’t know of any. Have we got one some 
place? 

Mr. Ruoaps. We have properties in South America in which 
they have an interest and we operate the properties. That is in 
Venezuela. 

Senator O’Manonry. I have heard that Members of the Con- 
gress, like myself, have just as much difficulty as you do in fol- 
lowing your transactions around the whole world. 

Mr. Ruoapes. He reminds some of us of that many times. Mr. 
Whiteford reminds some of us of that many times. 

Senator O’Manoney. But you do have this sort of association 
in Latin America. 

Mr. Ruoapes. In Venezuela. 

Mr. Wuirerorp. That is a producing operation only, Senator, 
nothing to do with manufacturing or marketing. Purely a pro- 
duction interest. . 

Senator O’Manonry. Do you know anything which we ought to 
know about other associations of the other companies on the 
MEEC in this Middle East picture? 
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Mr. Ruoapes. Senator, I don’t know of any others on that, but I 
would like to correct an impression that you may have had by an 
indication of a statement you made. 

In the Middle East the Gulf is a member of the consortium in 
Persia, so it comes into that circle, but that is the only other asocia- 
tion we have with companies out there other than the British Petro- 
leum in Kuwait. So I thought I should just mention that. 

Senator O’Maunoney. So the picture, then, is by and large that in 
the Middle East, American companies, British companies, Dutch 
companies—the latter two being controlled by their respective gov- 
ernments—and a French company controlled by the French Gov- 
ernment, are working together to share the profits of the explora- 
tion, the production and the development of the petroleum resources 
of this very rich area. 

Mr. Wurrerorp. Senator, that is what I started to say a litle bit 
ago, about the unusual arrangement in Kuwait. The arrangement 
for the lifting of oil in Kuwait is that what oil Gulf lifts is our oil 
100 percent. Whether we lift more or less than the British Petro- 
leum, it is not that kind of a profit-sharing partnership in any way. 

They sell their oil, whatever oil they lift, and that is 100 percent 
their own oil. They sell it, refine it, whatever they want to do with 
it. That is their business. We have no asociation in that at all. 

On our side it is the same way. Whatever oil we lift belongs to us 
100 percent. The British Petroleum has no part in that lifting, 
with the result that sometimes they will lift far more oil than we, 
if they have better success and better salesmen of the Kuwait oil. 
They will lift far more than we lift. 

On the other hand, if we are succesful in developing markets, 
we will lift—sometimes in the past, but it has not happened recently, 
we will lift more oil than they will, but while it is a 50 percent inter- 
est in the concession, as soon as the oil comes to the surface, any 
oil that we take from there is ours 100 percent. 

It shares in no marketing, no profits with British Petroleum and 
they are exactly the same way. 

Senator O’Manoney. Have you found the British Petroleum Co., 
of which the British Government owns 51 percent, efficient in 
operations ? 

Mr. Wuirerorp. We don’t see them operate at all because it is 
operated at Kuwait. 

Senator O’Manoney. In your dealings with them, do you have 
any 

Mr. Wuitrerorp. Not as an operating company. The Kuwait Oil 
Co. operates and that is a very efficient unit. The head in Kuwait 
is an American oilman from Texas. 

Senator O’Manonery. How about Dutch Shell? Do you have any 
comments to make upon the efficiency of these government-owned com- 
panies, the British, the French? 

Mr. Wurtrerorp. Is the Dutch Shell government owned ? 

Senator O’Manoney. Is it not? 

Mr. Wuirerorp. Not to my knowledge. I never knew that, Senator. 

Senator O’Manoney. Then I have the wrong impression. 
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Mr. Ruoapes. I think the Royal Dutch name may create that impres- 
sion, because in the past I know that the Dutch companies that did 
have some of the ruling family money invested in them were known 
by the name “Royal” for that reason—I do not think that that is the 
case with the Royal Dutch Shell. 

May I make the comment, if you would tolerate it—you asked about 


what we thought of the association of companies in this Middle East 
Emergency Committee. 


Senator O’Manonry. Yes. 

Mr. Ruoapes. If I understand, and I believe I do, how the mem- 
bers of that Committee came to be named, it was for the purpose of 
developing the information that the Government authorities were 
interested in, who had these foreign petroleum operations and, there- 
fore, were in a position to give information as to sources of supply 
and storage handling, et cetera, of the products, against the possible 
emergency that would require taking advantage of the availability 
of that crude in another emergency like the Second World War, and 
I think those entities came into that circle in the first grouping of the 
so-called voluntary agreement relating to foreign petroleum supplies. 

So they brought into that association, not accidentally, of course, 
but not for the purpose merely because they were related otherwise. 

Senator O’Manonery. They were forced into a profitable associa- 
tion, of course, but I was wondering whether you would have any 
objection, since you have to go to the State Department for permis- 
sion and assistance in doing this thing, to an arrangement by which 
the Government of the United States should own 51 percent of Gulf. 
[ Laughter. | 

Mr. McHueu. Mr. Whiteford, I understand from your statement 
that Gulf under its concession arrangement has 50 percent of the 
production at Kuwait. 

Mr. Wurrerorp. No. 

Mr. Ruoapes. We have access to 50 percent of the oil that is avail- 
able to move, but as Mr. Whiteford said, sometimes we don’t lift 50 
percent. If there is a situation in which the capacity of the Kuwait 
Oil Co. to deliver oil at the seaboard was not as great as the requests 
made by Gulf and BP, then we would split it down the middle. The 
way we have operated to date, there has been an availability that 
permitted a surge back and forth between unequal requirements of 
the owners. 

Mr. McHuen. Over the years has it worked out approximately in 
50-50 divisions? 

Mr. Ruoapes. I believe at the moment we are behind a little bit, as 
Mr. Whiteford mentioned. 

Mr. Wurrerorp. About 120 million barrels. 

Mr. Ruoapes. Some time before we were in the lead and then they 
moved ahead. 

Mr. McHveu. Of the amount that you do have access to, approxi- 
mately what percentage of that is imported into the United States? 

Mr. Ruoapes. None at the moment, as I say, as our statement said. 

Mr. McHuen. Over the years. 

Mr. Ruoapes. Previously not more than 10 percent. 

Mr. McHvuen. Of the balance pre-Suez, how much of that was sold 
to what you describe as your single largest customer, Shell / 
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Mr. Ruoapes. Probably between 55 and 60 percent of Gulf’s lift- 
ings. I believe that would be right. 

Mr. McHven. Can you describe something more of the nature of 
the purchase and sale arrangement which you have with Shell ? 

Mr. Wurrerorp. A straight sale proposition. They furnish their 
own ships. We sell them f. 0. b. Kuwait and they haul it away. 

Mr. McHvuenr. When do they pay for it? 

Mr. Wurtrerorp. Did you say when? 

Mr. McHvuexu. When? 

Mr. Wuirerorp. As often as we can possibly persuade them to. 

Mr. McHveu. You make an assumption that they pay you im- 
mediately after? 

Mr. Wuirterorp. No, not immediately afterward. 

Mr. Ruoapes. There is a delay of 80 or 90 days. 
sae Wurrerorp. Quarterly. That is as far as they can keep their 

oks. 

ar. McHveu. Is this pursuant to some type of a long-term con- 
tract ¢ 

Mr. Wuirerorp. Yes. 

Mr. McHvexu. What is the duration of the contract ? 

Mr. Wuirerorp. The primary term of the contract still has 14 
years to run and we have, as I told you a little bit ago, been negotiating 
for a year for an extension of that contract. 

Mr. McHveu. Into what areas, generally, then, is Shell delivering 
the oil which you sell? 

Mr. Wuirerorp. We don’t have any detailed information as to 
where they actually take the oil, but we deliver it on account. I 
would judge it goes into their European markets, though it can go 
into markets in India, it can go around to Japan, it can go almost any 
place. We have no control over that. 

Mr. McHveun. Of the balance of your production that you are not 
importing to the United States and not selling directly to Shell, are 
you selling that into markets in competition with the Shell Oil Co.? 

Mr. Wurrerorp. That is right. Very aggressively, I hope. 

Senator O’Manoney. The committee will stand in recess until 2 
o’clock this afternoon. 

(Whereupon, at 12:20 p. m., the committee stood in recess, to 
reconvene at 2 p. m., this same date. ) 


AFTERNOON SESSION 


Senator O’Manoney. The committee will come to order. Senator 
Dirksen, you had a question or two you wanted to ask? 

Senator Dirksen. Yes. 

Mr. Whiteford, it is rather common for us to refer to giant corpor- 
ations, as you know, but I am also curious as to how many people are 
in the corporation and how many stockholders does it have? 

Mr. Wurrerorp. At the present time, in the neighborhood of 80,000. 

Senator Dirxsen. I just wanted to get that for the record. So 
there are really 80,000 people—— 

Mr. Wurrterorp. In the Gulf Corp. That is right, sir. 

Senator Dirksen. The other day, I think that Senator Kefauver 
pursued a line of questioning’and had before him at the time—do you 
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recall—the oil chart? I think it is from the Department of Com- 
merce, to indicate that as far as wholesale prices of commodities and 
fuel oil, and the cost of living, there was a considerable disparity in 
that the price of fuel oil had gone up very sharply from year to year, 
far beyond the curve of the commodity market. Now, that is meas- 
ured, I notice, on an index at 1935-39, taken as an example. 

Now, this price increase, I would assume, began about 1946 and 
reached its peak in 1948. Were there any particular circumstances 
in that period that would account for that, and is the basis faulty 
of the Federal Reserve taken in the 1901-14 basis? Later, they said 
it was very unrealistic so they took a new basis. I was wondering 
what circumstances interposed at that time—whether there were 
wage increases or something else that came on, to account for that 
increase in the fuel oil price. 

Mr. Wutrerorp. That period began when, sir? 

Senator Dirxsen. It started about 1946, and it reached its peak 
about 1948 and then it came back down to normal curve. 

Mr. Wurrerorp. I don’t know whether I could name all the fac- 
tors, but as I remember, fuel oil was abnormally priced throughout 
the war period. It was held down by the necessary war controls. I 
can remember more specifically about Canada because I was up there 
at that time, and the shipping was all subsidized, so the result was, 
when the war was over, the price of fuel oil jumped very, very 
sharply for the next 2 years. If Mr. Guzzo can answer anything 
about it, specifically 

Mr. Guzzo. Were you referring to fuel oil prices, or gasoline 
prices ¢ 

Senator Dirksen. Fuel oil prices. 

Mr. Guzzo. Well, you must also remember that during the war 
years, in addition to shipping being subsidized, quality was not a 
factor in those days. That is true in fuel oil and other matters; and 
we have made our comparison on a basis of the last 10 years, which 
we feel is more realistic; more in keeping with today’s requirements 
and trends and quality; and in 1946, Senator Dirksen, I would venture 
the thought, and I believe I am accurate, that this was an adjust- 
ment period after the war. You see, following the World War, 
everything was topsy-turvy. People did not require service. You 
could not buy equipment. You could not buy tanks. And that par- 
ticular period, I would regard as an adjustment period to some sort 
of normalcy. 

Senator Dirksen. Mr. Chairman, the only reason for raising the 
question was because this did seem like such an abnormal rise, that 
it was apparent on its face, that there must have been circumstances 
of some kind, and I did not want to leave the record in quite that 
shape, and I would like to have it certain in the record with any com- 
ments that you would like to make, after you examine that chart in a 
little better detail. | : 

Senator O’Manonery. I did not get an opportunity to examine the 
chart. Does it indicate whether OPA was repealed ? ~ 

Senator Dirksen. No, it does not. 

Mr. Guzzo. I beg your pardon. The OPA was what? 

Senator O’Manoney. Repealed. 
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Mr. Guzzo. That came about, as near as my memory serves me, 
early in 1946. 

Senator O’Manonry. That is what I thought. When OPA was 
re seas some prices began coming up. 

Guzzo. That is right. That is what happened, and in the 
next 9 or 3 years—the next 214 years, I would say—was the adjust- 
ment period, and as you notice the supply and demand situation took 
its effect and it came back to some sort of normalcy and in making 
our comparisons in the statement made by Mr. W hiteford, you will 
note that Mr. Whiteford’s comparison is on a 10-year period. 

Mr. Wuirerorp. Senator, 1 would like to add one more thing that 
occurs to me, that Mr. Rhoades reminded me of. 

If you remember, at the end of the war, industry made an estimate 
of what would be their fuel requirements, and all of us missed the 
estimates very badly at that time because we thought there would be 
a tremendous cutback in manufacturing requirements, and in most 
of the industries, they required heavy fuel, and there was a lot of 
talk at that time, by economists, that caused, I remember, a great 
feeling that we were going to have to reduce our well production 
and our refinery runs and particularly bad was the estimate on the 
amount of reduction in fuel, in swinging from a wartime economy 
to a peacetime economy; and while I never heard economists admit 
they were wrong on those estimates, I remember we were quite im- 
pressed with the fact that they did misinterpret considerably, that 
particular call for the supply of heavy fuel. That was another fac- 
tor, I remember. 

Senator Dirxsen. I wish you would examine that chart and sup- 
plement your testimony with some statement in the record, so that 
that will be complete, inasmuch as motor fuel and distillery crude all 
ran over pretty well with the general commodity graph, but fuel oil 
scooted ulp, then came back down. 

Now, Mr. Chairman, I have only one other question. 

I notice in your statement, Mr. Whiteford, this morning, you speak 
about your appraisal of relative crude values and somewhere else 
you indicated that out of a certain type of crude you got a greater 

roduction of high-octane gasoline. I wish you would ‘amplify that 
just a little, because I think there is a common impression that it is 
all coming out just the same, and it does not differ in quality or in 
its yield; so I wish you would amplify that a little, because it does 
have some bearing on the price, of course, doesn’t it / 

Mr. Wuirterorp. Indeed it does. Until the matter of octanes be- 
came an important factor in the modern automotive engine, we did 
think that gravity of the crude oil was about the only quality re- 
quirement we had to worry about. In those days, the oil sold pretty 
generally on the basis of its gravity, which, in many cases, was— 
in most cases was—a good index of the amount of gasoline that could 
be produced from a barrel of crude oil. In percentage of gasoline 
that could be produced from a gallon of crude oil when the matter of 
octane measurements became important in motor fuel, we found out, 
sometimes much to our surprise, that the octane v: alues were equally 
if not more important than the percentage of gasoline that came out 
of the barrel of crude oil, and we found some crude oils that were 
fairly high in gravity, which had a very low octane value. 
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We found other crude oils that were intermediate in their gravi- 
ties, that had a high octane value. 

So that, since that period of time, there has been a constant reex- 
amination of the values of different crude oils, not only on the basis 
of the yields of the gasoline and the other petroleum products, but 
equally important on the values of the octane that that particular 
gasoline will produce, year by year, as the octane requirement of the 
modern cars has increased, i 

Senator Dirksen. So that, if the price is posted for a barrel, it 1s 


subject to refinement, depending on the quality of oil, its high-octane 
yield, and so on? 


Mr. Wuirterorp. Yes, sir. 

Senator O’Manonry. Mr. McHugh, would you like to ask some 
questions ¢ 

Mr. McHvueu. During the MEEC tenure of existence, in any trans- 
actions your company entered into, has the company acquired any 
new customers ¢ 

Mr. Wuirerorp. Not that I know of. Does anybody know of any 
new customers we picked up through the MEEC? 

Mr. McHvueu. Through the agency of the MEEC? During the 
MEEC tenure of existence, when you entered into any transactions 
under the various scheduling. 

Mr. Wutrerorp. We can recollect one sale of 10,000 barrels of crude 
oil to the French Government, 10,000 barrels per day of oil to the 
French Government; that probably was a result of the emergency 
caused through the Suez Canal. 

Mr. McHvueu. You have not had any sales to independent refiners 
in Western Europe, whom you never serviced before ? 

Mr. Wurrterorp. I don’t believe so. We could have sold, probably. 
additional oil but the matter of the transportation shortage prevented 
us from taking on any new customers during this period. 

Mr. McHven. Mr. Rhoades, are you familiar with any discussions 
that had ever taken place in any of the MEEC meetings in which 
member companies complained about the loss of certain customers in 
Western Europe as a result of any of these transactions ? 

Mr. Ruoapes. No. I don’t remember any comments to that point, 
in any meeting where I was present. 

Mr. McHvuen. At any of the MEEC meetings which you attended, 
were there any suggestions ever made to you by the Chairman or any 
recommendations conveyed by Government officials, asking the com- 
panies to take particular action, entering the particular type of trans- 
action, in order to effectuate the purposes of the plan ? 

Mr. Ruoapes. Only to the extent that it was the expressed hope that 
adjustments could be made that would further the purpose of the 
plan of action which was to get more oil into Europe; put in specifi- 
cally to the type of transaction in any meeting where f was present 
that I can recall. 

Mr. McHvuen. Were there any discussions, at any of these meet- 
ings, concerning failure of the companies to enter into the kind of 
transactions which the Government was seeking in order to advance 
the purposes of the manufacturers ? 

Mr. Ruoapes. Not at the meeting I attended. I think in the last 
meeting that the Committee held, in which that subject was on the 
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agenda, my alternate on the Committee was present and there was an 
examination of what the position was with respect to moving the 
Venezuela crude oil to Europe that was still coming to the United 
States. That was in respect to an inquiry that had been addressed to 
the Committee members, an examination of what had been done in 
that particular schedule. 

Mr. McHvueu. What was the date of that meeting? 

Mr. Ruoaves. That was about 2 weeks ago, I believe; within about 
2 weeks ago. 

Mr. McHven. To a large extent, that was directed as to the ques- 
tion of imports continuing to come into this country from Venzuela? 

Mr. Ruoapves. More particularly, to the question of shipping Ven- 
zuela crude to Europe, which of course, is the other side of that same 
oil coming to the United States, but the point was, what about getting 
that oil to Europe that had been included in a schedule of action that 
the committee had drawn up. 

Mr. McHueun. I understand from your testimony that generally, 
during the MEEC period that we are referring to, your company had 
increased in the United States its imports from Venzuela 

Mr. Ruoapes. Yes. Slightly, as was mentioned in Mr. Whiteford’s 
statement this morning, but in the meantime, we had completely dis- 
continued the Middle East oil importation, which was several times 
the amount that the increase in Venzuela represented. 

Mr. McHueu. Can you tell us what the company’s plans are with 
reference to the continuation of imports from Venzuela from here 
on? 

Mr. Ruoapes. So far as I can answer that—Mr. Whiteford might 
have a better answer or a more complete answer—at the moment, 
so long as the Suez situation remains as is, we plan to continue the 
present level of importation of the Venzuela crude. 

Mr. McHoveu. So it is not anticipated that the company will be 
diverting any of those imports from Venzuela directly to Western 
Europe? 

Mr. Ruoapes. At this moment, not to my knowledge, for the reason 
stated in Mr. Whiteford’s comments, that to do so, we felt was not 
worth the advantage that would be gained in view of the economic 
situation that the company was in. 

Mr. McHueu. In other words, because of some economic detriments 
to the company ? 

Mr. Ruoapes. That is right. 

Mr. McHueu. I understand from your statement, one of the rea- 
sons advanced for this was the question of the lack of availability of 
tankers? j 

Mr. Ruoapes. That is right. If we had wished to divert every 
barrel of it, there are just not the tankers available in our own com- 
mand to do so, without the easing of the foreign-flag question. 

Mr. McHvucn. Would it not be possible to obtain the waiver of the 
restriction by the Government in connection with the use of the for- 
eign-flag tankers? 

Mr. Ruoaves. I don’t know that it would be. Maybe Mr. McGran- 
ahan can comment on that. 

Mr. McGrananan. We discussed the matter with Mr. Flemming— 
I did, personally—and they did not hold much hope of giving us any 
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relief, and so when we were working on the problem, we had to decide 
what we would do on the basis of the tools we had to work with. 

Mr. McHvueu. The minutes of the MEEC both have been intro- 
duced in evidence in this record but I would like to read to you from 
the minutes of the meeting of November 12, dated January 25, 1957. 
These minutes read in part: 

The Chairman then noted there was nothing further to be done with respect to 
the waiver of foreign-flag restrictions at this time, since it appeared that there 
would be adequate United States flag tankers until such time as there Was 
an additional United States gulf availability. 

This was in January—an indication that the tankers were available 
as of that time, I gather from this. 

Mr. Ruoapes. 1 might comment on that. I believe I was present 
at that meeting and if your minutes indicate those present, my name 
is probably there. 

‘The question had been, are there flag—American-flag ships in serv- 
ice, in excess of those that are in coastwise service. It was found that 
there were some ships. That was the information developed by the 
subcommittee on that particular phase, and it was a question, essen- 
tially, of the position of the ships at the time that the oil might have 
been available to ship. In sum total, the statement was made by the 
subcommittee reporting, that there were a number of American-flag 
ships in existence that were not in the coastwise service, and therefore, 
they did uot feel that it was appropriate to undertake making that 
request for the easement of the foreign-flag ships in coastwise service, 
but that was the sum total, not so far as I know, indicating that they 
would be available to a particular company that might wish to move 
coastwise crude, that did not have the ships themselves. 

Mr. McHueu. Do I understand, Mr. McGranahan, that you did 
discuss with Dr. Flemming this question of obtaining the waiver of 
restrictions on the use of the foreign-flag tankers ? 

Mr. McGrananan. Yes. 

Mr. McHvueu. And what did he tell you ? 

Mr. McGrananan. He at that time indicated—— 

Mr. McHucu. When was this? 

Mr. McGranaunan. I think early in December. He indicated he 
did not feel that he could secure that waiver for us, at that time. He 
would have to study the problem. 

Mr. McHven. He indicated that he did not think he could secure 
the waiver ? 

Mr. McGrananan. At that moment, without further study of the 
problem. 

Mr. McHueu. Did you follow this matter up with him? 

Mr. McGranauan. Well, he said, if there are any developments, 
we would know about it. We would hear about it, if there were any 
possibility of such developments. 

Mr. McHven. Did the company make any specific request at any 
later time for Dr. Flemming to seek a waiver of these restrictions ? 

Mr. McGranauan. Not that I know of. 

Mr. McHvuen. Do you know whether the MEEC made any effort 
at any time to obtain the waiver of these restrictions? 

Mr. McGrananan. I think they did, but I cannot speak to that 
point. Do you know whether they did or not? 
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Mr. Ruoapes. Not to my knowledge, was that done, and I think it 
was essentially because—at least, in our own case, we did not go back 
to the point again. After examining our situation, as Mr. White- 
ford’s statement mentioned, we did not choose to undertake to divert 
any considerable quantity of the Venezuelan crude and therefore, the 
question of aaa, ag ana ships for our own use did not arise. 

Mr. McHueu. Mr. Rhoades, you are familiar with schedule No. 4 
with reference to the rearrangement of movements of oil over pipe- 
lines in the United States? 

Mr. Ruoapes. Yes. 

Mr. Mclfvucn. I call your attention to the minutes of the meeting 


of MEEC in the Supply and Distribution Subcommittee, January 4, 
1957, which read in part: 


The Secretary then read schedule No. 4 concerning arrangements to change 
operations of pipelines in transportation facilities in the United States to in- 
erease the volume of deliveries of domestic crude oils to the United States gulf 


coast for delivery to Europe and other foreign areas affected by the Middle 
East transportation stoppage. * * * 

Mr. C. C. Bonner, of Guif Oil Corp., stated his company proposed this schedule 
to cover actions designed to increase deliveries of crude oil to the United States 
gulf by reversing pipeline flows and other similar measures. He stated the 
company had already worked out such arrangement, which increased the crude 
oii movement to the United States gulf by about 75,000 barrels a day and had 
planned another movement that might amount to approximately 25,000 gallons 
a day. He stated, in addition to taking these actions, his company was also 


considering further actions of a similar character which would be covered by 
this schedule. 


Are you familiar with the transactions that were being described 
here by Mr. Bonner? 

Mr. Ruoapes. I am familiar with the fact they were made. Mr. 
McGranahan, I am sure, can answer the question much better than I 
can, on that, because that is in his transportation department. 

Mr. McHvueu. Mr. McGranahan, I wonder if you would tell us 
just what were the details of the transaction that is specifically re- 
ferred to by Mr. Bonner? 

Mr. McGrananan. As mentioned in the memorandum which we 
presented this morning, we reversed the flow of oil from Texas north 
through Oklahoma so that central Oklahoma oil would flow south to 
the gulf coast and be made available for offshore lifting. We also 
made available crude to go over to the Mississippi River to New 
Orleans, that huge area, by the same route. Some of the oil that came 
from Oklahoma went to the Port Arthur area; some to the Baton 
Rouge area. That is the type of activity he referred to there. 

Mr. McHucn. What pipelines were involved ? 

Mr. McGrananan. The first one, our own operations, related to 
Gulf pipelines—Gulf Oil. 

Mr. McHven. This is the transaction referred to in those minutes, 
which Mr. Bonner described ? 

Mr. McGrananan. We reversed the flow of pipeline operations 
operated by Gulf to accomplish that objective. 

Mr. McHuen. Were any other pipelines involved in that rear- 
rangement ? 

Mr. McGrananan. Yes, I believe the Interstate System handled 
up to 25,000 barrels that went to Baton Rouge. 

Mr. McHvuen. What? 
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Mr. McGrananan. Interstate Pipeline. 

Mr. McHveu. That is owned by whom? 

Mr. MoGrananan. I think it it Esso Louisiana. 

Mr. McHveu. Esso of Louisiana ¢ 

Mr. McGrananwan. Yes. 

Mr. McHvueu. Were any other pipelines involved ? 

Mr. McGrananan. Not that I know. 

Mr. McHuen. Two pipelines? 

Mr. McGranauan. Two pipelines. 

Mr. McHveu. The pipeline owned by your own company, and the 
pipeline owned by Esso, Louisiana? 

Mr. McGrananan. Yes. 

Mr. McHueu. These arrangements were worked out between the 
two companies ? 

Mr. McGrRaANAHAN. Yes, sir. 

Mr. McHven. Is this the same transaction referred to in item 3 on 
page 3 of Mr. Whiteford’s statement 4 

Mr. McGrananan, Yes. 

Mr. McHueu. This action then was done previous to the adoption 
of schedule No. 4. Is e at right ¢ 

Mr. McGranawan. I don’t know the date of schedule No. 4. What 
is the date of schedule No.4? This was done—we took our action in 
November on this particular. 

Mr. McHuau. This was taken in November. Schedule No. 4 was 
dated January 24, 1957. 

Senator O’Manoney. Do you know whether it has been suspended ? 
Do you know that schedule No. 4 has been suspended / 

Mr. McGrananan. I was not conscious of it. 

Senator O’Manonry. Secretary Wormser so testified before this 
committee. Have you made any further alterations of pipeline 
activities within continental United States other than those you have 
mentioned ? 

Mr. McGranaHAan. Senator, some oil was moved from west Texas 
to the Corpus Christi area, for movement offshore, that normally 
would have gone through our pipeline system to Port Arthur. I don’t 
recall the date of that, but that also took place. 

Senator O’Manonry. If the schedule, then, is suspended and, I 
take it, Gulf will not undertake any pipeline shifts save for its own 
pipeline 

Mr. Wuirterorp. Senator, could I ask you again just what you said? 

Senator O’Manonery. Do you have the schedule there? This sched- 
ule, as originally issued, would have permitted arrangements to 
change operations in pipelines and other transportation facilities 
within the United States, to increase the volume of deliveries of 
domestic crude oils to the United States gulf coast for delivery to 
Europe and other foreign areas affected by the Middle East petroleum 
transport stoppage, for shipment to the United States companies and 
Canada companies, in substitution for petroleum supplies diverted to 
Europe and other affected areas, in accordance with schedules No. 1 
and No. 2. 

Now, this order which was approved and issued on January 24, 
1957, has since been suspended, according to the testimony of Secre- 
tary Wormser to this committee, for the feeling that such reversal of 
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the use of pipelines in the United States might have an adverse effect. 
upon independent operators, and might be covered by the immunity 
from the antitrust law which is granted to the companies operating 
the oil lift. It was for that reason, Secretary Wormser explained 
to us, that this has been suspended. 

I have no written document to that effect, but just his oral testi- 
mony here, and my question was that, if I am correct, and if this has 
been suspended, Gulf will make no further alterations of pipeline 
facilities. 

Mr. Wuirerorv. Not any further alterations, Senator, but this 
particular alteration, while I know it was done, I don’t know about 
this rescinding of this particular schedule, but it was done in order 
to move crude oil to the gulf coast, which could be shipped to Europe, 
or otherwise it could not reach that particular area. But, leaving 
that out, if this particular thing were suspended, and somebody wanted 
to buy that oil, we would probably continue this pipeline operation, 
because Oklahoma is an area that we have an excess amount of oil 
in storage, and ordinarily you would not have an opportunity to move 
the oil from that area to the gulf coast. 

Senator O’Manoney. I understand that your position is that you 
would make such movements as would not offend the antitrust laws if 
there had been no immunity at law ? 

Mr. Wuiterorp. Yes,sir. That is correct. 

Mr. McHven. Asa result of these rearrangements of pipeline move- 
ments, were there customers in that area who suffered as a result ? 

Mr. Wuirterorp. It was the other way around. We were the pur- 
chaser of crude oil in Oklahoma and our storage was full. In fact, 
we were trying to reduce our purchases in Oklahoma so, if we could 
find an additional market for Oklahoma crude, which this afforded, 
we would be very happy to be able to pick up more Oklahoma oil from 
independent producers. So far as our refiners are concerned, they 
usually are central refiners, which are supplied from Oklahoma and 
Kansas crude oil. We already run those refineries to a maximum 
capacity, and our storage was all full, so we could not possibly do 
anything but improve the situation by finding an additional market 
for this particular oil. 

Mr. McHueun. The refiners you are speaking of; are they the com- 
pany’s own? 

Mr. Wuirerorp. Yes, sir. 

The interior refiners are supplied from Oklahoma-Kansas 
stream. That iscorrect. 

Mr. McHvueu. Senator, I have now a memorandum from the files 
of Gulf Oil Co., No. G 1-366, obtained under subpena. It bears the 
initials “B. B.” That is Mr. Bonner, I believe, dated January 3, 1957. 
It says: 

The following covers the background and reasons for Gulf’s request for the 
issuance of additional schedules under voluntary agreement. 

A. Schedule covering changes in domestic pipeline operations in order to in- 
crease the pipeline deliveries of domestic crude oil: 

Our company has taken the following actions. We have reversed a portion 
of Gulf’s crude-oil pipeline running from Keystone to Midland in Texas, and, 
as a result, pumped crude oil westward to the Wink station, where this oil 


was delivered to Pasotex. Pasotex, in turn, delivered the oil to the Marble 
Junction in Pecos County, and Humble moved the oil to Baytown via its pump 
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station at Kemper. As another part of this arrangement, Gulf reduced its north- 
bound pipeline movement of crude oil from Creme (Pecos) and Crockett Counties 
to Midland and, instead, delivered this crude oil to Humble in Upton County. 
Humble then pumped this oil to McCamey (Upton County), where it was in 
turn delivered to Shell, which transported the oil to Kemper and delivered it 
into the Humble line to Baytown. ‘The total effect of these changes in pipeline 
operations was to increase pumpings of oil from the west Texas area to the 
United States gulf coast by some 75,000 barrels per day. 

Is that a more detailed description of the transaction which has 
already been referred to by you? 

Mr. McGranauan. That is a more detailed outline. 

Mr. McHven. It isthe same one; not another one? 

Mr. McGrananan. The same one. 

Mr. McHveu. From this generally—you are more familiar with 
it—how many pipelines are involved? Would you care to examine 
this document ? 

Mr. McGrananan. Well, it was a short movement in here by Shell. 

Mr. McHvueu. I did not hear that. 

Mr. McGranauan. I said there is some short connection in here, 
which Shell apparently participated in, and Humble delivered some 
oil to the Gulf companies. 

Mr. McHven. Humble pipeline is owned by the Humble Co. ? 

Mr. MoGranauian. That is right. Shell and Pasotex. 

Mr. MclIlven. Pasotex is another pipeline company ¢ 

Mr. Moran AuAN. Yes. These are short connections out there, in 
that area, where you are connecting one pipeline system with another, 
except for the Humble movement to the gulf coast. 

Mr. McHuen. Pasotex is an independent pipeline company ? 

Mr. McGrananwan. Yes; they are. 

Mr. McHveu. It is not controlled by Gulf? 

Mr. McGrananan. No. There is Gulf and Shell, and Pasotex and 
Humble involved in this particular detailed description of this 
operation. 

Mr. Mclivuen. Several pipeline companies, though, jointly nego- 
tiated this rearrangement ? 

Mr. McGRaNnanHaNn. Yes; participated in rearranging our operations 
to make it work. 

Mr. McHucu. These arrangements, then, entered into at that time, 
are all subject to the Federal antitrust laws at that time, I understand? 

Mr. McGranauan. I beg your pardon ? 

Mr. McHuen. These joint arrangements by competing pipeline 
companies were subject, at that time, to the Federal antitrust laws? 

Mr. Wutrerorp. If I get your question correctly, there is nothing 
in this type of a movement exchange, that is not a normal, everyday 
operation in the transportation of ot] to different markets through 
different connecting pipelines and as far as I know, this should be the 
normal transaction which would certainly, regardless of any MEEC 
have no thought of any violation of antitrust law. Does that answer 
your question ? 

Mr. McHuen. In your opinion, this is a normal transaction which 
is entered into regularly, without violation of law ? 

Mr. Wutrevorp. Right. 

Mr. McHueu. Can you tell us why it was necessary, then, to adopt 
the specific schedule authorizing this type of arrangement which did 








1292 EMERGENCY OIL LIFT PROGRAM 


have the effect of clothing the participants with antitrust immunity? 

Mr. Wuirterorp. I a 4 fp cause of the ample—the abundant 
feeling of caution—on the part of lawyers, who watch over us very 
carefully, trying to make sure we don’t get ourselves in trouble with 
the antitrust laws. 

Mr. McHvueu. You are aware of the fact that Secretary Wormser 
has requested the suspension of this schedule? 

Mr. Wuirerorp. I was not aware of it until the Senator just told 
me now, but as I said before, as far as I know, without advice of coun- 
sel here, there is not any of these transactions by pipelines in the 
United States that we entered into that I worried about the antitrust 
angle of it. This is just normal business, but I presume, since all of 
this was done as part of the effort to get oil from interior regions to 
the gulf coast, all being part of that program and plan, they would 
carefully try to see to it that they would be protected by the ruling 
from the Attorney General. 

Mr. McHueu. To your knowledge, has the Department of Justice 
done any investigations or directed any inquiries concerning the pro- 
priety of these pipeline transactions? 

Mr. Wuirerorp. These every day ones; no. 

Mr. McHueu. The ones we are speaking of now. 

Mr. Wuirerorp. No; I have not learned about it. I would not 
expect any since, in the oil field, that is the only way I know you get 
oil to different refiners from different oil fields, through different 
lines. Everybody could not lay a line from every field in each re- 
finery. It is avery normal operation in my lifetime. 

Mr. McHoveu. On page 3 of your statement, Mr. Whiteford, it 
states that if you had wanted to be a price gouger, you could have held 
this crude in anticipation of a price increase, “which we believed to be 
imminent and justified.” 

Do I understand from this statement that at that time, your com- 
pany was contemplating an increase in the price of crude? 

Mr. WuirerorD. We had been contemplating for some months the 
need for a price increase in the price of crude oil, and we had been 
hearing from practically all of our independent producers that we 
were buying crude from, that they felt that we should raise the price 
of crude oil because of increased costs. 

Mr. McHveun. Were you planning at that time to initiate an in- 
crease in crude-oil prices ? 

Mr. Wurrerorp. We discussed the matter on the basis of whether 
we were in a position to initiate the price increase which we would have 
liked to have done, but we were in the middle. However, we had not 
completed, I should say, our study on the values of the crude oil— 
different grades of crude oil for our refining purposes, because we were 
just swinging into a new manufacturing program of bringing out a 
higher octane gasoline, which caused a considerable changeover in not 
only our refinery operations, but in the crude that we needed to bring 
this about. So we were not in a very good position to arrive at the 
relative values of the different crudes in the different fields, and as I 
mentioned, we already lost 5,000 barrels a day—desirable o1l—because 





we were not ready to meet competition when the price moved up 
some months before that, in one of the fields. At that time, we did 
not realize that the octane quality of that particular crude was most 
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desirable for us, so while we were still making this particular study, 
why, we lost that crude oil and we had not completed our study to 
where we were ready to say what our relative values would be between 
the different fields, 

Mr. McHven. I understand from your testimony, at that time, 
your company concluded you were not in a position to initiate this 
crude oil increase ¢ 

Mr. Wutrerorp. We were not ready yet. We were still working 
on the study when this price increase occurred but it was quite evident 
to us, as I said, from our own experimentation and production costs, 
as well as the requests we received from the great bulk of the industry, 
that we bought oil from, that the crude oil price was justified and 
should be coming along at any time. It is very hard to say who was 
going to move first, of course. 

Mr. McHvuceu. Were there any discussions, at that time, that your 
company would wait until any other purchaser announced any 
increase ? 

Mr. Wurrerrorp. No, sir. As I mentioned in the report this morn- 
ing, even after the other companies increased the price of crude, we 
still had to take another week before we could get our volumes 
worked out and when we arrived at our price schedule, it was not the 
same as the other price schedules, with the result that we had to make 
some adjustments, where we were lower than somebody else’s idea of 
the value of the oil or we would lose the crude oil we needed; or if 
we were too high in our evaluation, we had to bring that price down 
or we would be offered all the oil in that particular field, which was 
more than we could use. 

Mr. McHueu. When you made your announcement of your crude 
oil price increase, was it made retroactive ? 

Mr. Wurrrrorp. I don’t think so. I believe we made it effective as 
of 7 o’clock that morning. That is our usual practice. 

Mr. McHvucu. What was the date? 

Mr. Wurrerorn. January 8, I believe. 

Mr. McHveu. Since World War II, has Gulf Oil Co. in the area 
ever been the first company to initiate an increase in crude oil price? 

Mr. Wuirerorp. Since the end of the war? 

Mr. McHvuan. Yes. 

Mr. Wurtrerorp. I don’t know. Are you talking about a general 
price increase now ? 

Mr. McHueu. General. 

Mr. Wurrrrorp. I don’t think we have instituted a general price 
increase because, since the war, we have been trying to evaluate crude 
oils on the basis of octane values, as well as gasoline yield. We have 
been in the process of making the adjustments between fields and not 
on an overall basis. 

Secretary O’Manonry. Why did you believe that a price increase 
was imminent? 

Mr. Wurrerorp. Well, since we started on a very large program 
of trying to find and produce more oil within the United States, we 
were able to examine, after 3 years of that effort, our cost, and while 
we thought we had average success, the cost for refining and producing 
that oil we found in the 3- or 4-year period, clearly indicated unless 
there was a price increase to take care of not only our increased costs, 
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but the increased cost for steel and the increased cost for labor, that 
that oil was going to be produced at either a loss or an abnormally low 
profit. 

Senator O’Manonry. Do I understand you to say for 3 years you 
were anticipating this price increase ¢ 

Mr. Wurrerorp. No, sir. I did not say we were going to have that, 
exactly. At least, I did not mean to say that. I said we instituted 
a program of increasing our domestic-oil production which, you know, 
takes a considerable period of time from the time you alert the land- 
man to start out; the seismologist to go to work and drill a few dry 
holes. You finally get one oilfield in. It takes a year or two more, 
before you get enough oil out to where you can analyze how much 
that oil is represented, as far as the cost is concerned. 

Senator O’Manonry. How long would you say you were antici- 
pating yield? 

Mr. Wurrerorp. Let’s see. You are speaking of the Gulf Corp. 
As far as I am concerned, personally, coming from the background 
of an independent oilman, it seemed to me I had been anticipating it 
for maybe a year, but for the various problems of the Gulf Oil Corp., 
I say we probably have been anticipating it for maybe as much as 
4 months. 

Senator O’Manonery. But you took no action? 

Mr. Wurrerorp. Except to continue this study of the evaluation 
by fields for our changing refinery requirements because of this change 
in the octane values. 

Senator O’Manoney. You took no action before the Humble action. 

Mr. Wurrrrorp. We did raise the price in Baxterville, before the 
Humble action. I believe we raised the price in others. I don’t know 
of any others, Senator—Baxterville, Mass. 

Senator O’Manoney. Thank you, sir. 

Mr. McHvuen. Will you indicate, Mr. Whiteford, that it was a 
reconsideration of your own position, essentially, which decided in- 
creases were to be put into effect? Were there not discussions in the 
company which indicated that you were considering when the Humble 
Oil Co. would make its price increase before you announced your 
change ? 

Mr. Wuirerorp. The discussions within the Gulf Oil Corp. ? 

Mr. McHvuau. Yes. 

Mr. Wuirerorp. I can only speak for myself. Not that I ever heard 
about. We never had any conversations with the Humble Co. 

Mr. McHveu. I mean within the company. 

Mr. Wuirerorp. Do you mean as to whether we speculated who 
might raise the first price, first ? 

Mr. McHuen. Yes. 
yaar Wuirerorp. Oh, sure. There is always great speculation in 
that. 

Mr. McHven. Was there some consideration of the fact your com- 
pany would hold up until Humble first made its announcement? 

Mr. Wurtrerorp. That is, the speculation was about who would 
move first. Would it be Gulf? Would it be Humble? Would it be 
Phillips? Would it be somebody else? The last time I remember a 
general raise, I believe it was initiated by Phillips. We did not 
have any advance information except at that time we felt again, from 
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my own study, there was great pressure on that crude price. We did 
not know who ‘might be raised, but at that time, it was by the Phillips 
Co. This time it was by Humble. 

Mr. McHveu. Did the price increase we referred to, by Phillips, 
hold ¢ 

Mr. Wuirerorp. Yes. As far as I know, it did. Is that correct? 
I think so. 

Senator O’Maunonry. This particular situation, of which you testi- 
fied, was, from your point of view, one that warr: anted a price increase 
for ‘crude. One top executive of the top company, having previous 
experience as an independent, felt that a price increase was : justifiable 
and had not been made—it was not made. There were discussions 
within your company as to who would raise the price. Were there 
any discussions within the company as to what was holding up an in- 
crease in price, which so many independents and others have testified 
they felt had been justifiable for 4 years? 

Mr. Wutrerorp. I think one of the factors, Senator, that maybe held 
it up, is the fact that with the increased pr oductivity of the domestic 
producers, large and small, that as the cost went up very rapidly, at the 
same time, there temporarily appeared large quantities of crude-oil 
products with the result that under the force of the competition there 
was a big question as to whether or not you could justify—not justify, 
but whether you could say the price of the product which would 
have to move up if the price of crude moved up, could be held or 
whether it, again, would put the pressure on the independent refiner. 
On the basis of that, that there would be so much pressure on the 
market from a free market, that it would force the prices of a product 
down again—and I think that a normal businessman in the oil busi- 
ness will take a look at those inventories; that is one of the factors that 
he takes into consideration, regardless of the particular costs, and 
say to himself, I wonder whether I am by myself in my cost, or 
whether everybody else is in the same boat. 

Senator O” Manoney. We have had a lot of testimony here about the 
price of crude ; about the amendment of the Federal Trade Agreements 
Act, which was intended to balance the importation so that domestic 
development of crude oil would not be injuriously handled. Many of 
the big companies resisted the amendment that was offered by Sena- 
tor Neely and others, and a compromise was adopted by the Finance 
Committee and made part of the law. They felt it would be better for 
them, at least—and they also said that for the country—to import the 
cheap oil from the foreign sources and so there was, we are given to 
understand, a bloc among the big companies engaged in foreign com- 
merce, against the increase of crude, for which, we will say, there had 
been for years justification, because of the inflation which was causing 
the prices of the materials to rise; and because of the increased cost 
of relative domestic wells within complements of the United States, 
as a result of the fact that lower levels had to be tested; deeper wells 
had to be drilled. As an illustration of that, I remember an occasion 
several years ago when I had to fly to the Northw est coast. The air- 
plane was carrying me over the State of W yoming, according to the 
instruments on the board, at an altitude of 5,000 feet. Curiously 
enough, at the moment I noticed that 5,000 feet above sea level at 
which I was flying, I looked down and I knew where I was in Wyo- 
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ming, and I was just about over the spot where the deepest well in 
the State was at that time. It had just been drilled to a depth of about 
5,000 feet. I think that is an area with which you are personally 
familiar. 

Mr. Wurrerorp. Yes. 

Senator O’Manonry. Is it not? 

Mr. Wuirerorp. Very much s0. 

Senator O’Manonry. So that deep drilling is a factor in the cost of 
the search for oil in the United States. Nevertheless, in spite of all 
these costs, the independents and others have drilled for oil and have 
brought in wells. We have testimony from Texas, by Mr. Clark, that 
8,000 wells in the State of Texas were being held back from daily 

roduction, not only because of the limitations imposed by the Texas 

ailroad Commission, but also because of their inability to find pipe- 
lines or other transportation. Now is there any reason for believing 
realistically, as a result of these acts, that a large importing company 
normally would rather have their imported oil used, than to raise the 
present price of crude, and to increase the domestic production ? 

Mr. Wutrerorp. Well, Senator, I think I can try to answer that in 
terms of my testimony this morning. As I told you, we are a net 
purchaser of crude oil in the United States. We have a large amount 
of crude outside of the United States that we could move in. It was 
just a matter of supplying our own refining requirements but we have 
continually increased our purchases of domestic crude oil. In addi- 
tion to that, we have continually spent large sums of money to try to 
find and produce oil in the United States. So it was to our great 
advantage to do so. I would think that the owners of the company 
would charge the management for being very remiss if we did not do 
what was the best for the Gulf Oil Corp. in its overall business. 

Senator O’Manoney. But you stated on page 5 of your testimony 
that as a result of your policy, the ratio of Gulf imports to the total 
of the industry has steadily declined. 

Mr. Wurrerorp. That is right. 

Senator O’Manoney. Since 1947, Gulf imports have declined from 
17.4 percent of the total for the industry. That, I understand to 
mean, the total imports for all the important companies? 

Mr. Wuirterorp. That is right. 

Senator O’Manoney. To an estimated 9.5 percent for last year. So 
that on this record your importations relatively to the other com- 
panies were declining ever since 1947. Were they declining in bulk 
according to your own records? 

Mr. Wuirerorp. They were declining in barrels. 

Senator O’Manoney. Is this difference in percentage due to smaller 
imports by you as a whole, or by the relatively larger increase of im- 
ports by other companies? 

Mr. Wutrrrorp. The latter. 

Senator O’Manonry. The latter? 

Mr. Wurtterorp. Right. 

Senator Carrotu. This morning, my information was that Standard 
of New Jersey had about 20 —/ imports; that Texas Co. had 
about 35 percent imports; and I am willing to have the record cor- 
rected if we are wrong in this, because it was inserted in the record 
yesterday, and I am reading from Forbes magazine: 
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No less than 56.4 percent of the oil Swensrud runs through his refiners comes 
from the rich field of the little Arabian sheikdom of Kuwait. 


How much of that 56 percent comes in the United States? What 
percentage ¢ 

Mr. Wuirerorp. In the first place, I read that article and I am 
very sorry but evidentally the reporter who wrote that article in 
Forbes was not able or did not try to get any accurate figures, because 
those figures could not be more wrong or inaccurate. ‘There is not a 
word of truth in them. 

Senator Carrott. What is the percentage that you ship in? 

Mr. Wurrerorp. Today, or before the Suez? 

Senator Carroiu. Let’s talk before the Suez. And then during the 
Suez. 

Mr. Wutrerorp. All right. 

Senator Carroii. Because no doubt from your testimony, you have 
been anticipating a price rise before Suez. All companies, from my 
information, have been exploring this situation 4 months, at least, the 
testimony shows, before the seizure of the Suez Canal. Now, give us 
your consideration of that situation 4 months before the seizure of 

uez. Give it to me in percentages; what you ship to this country in 
percentages. 

Mr. Wuirerorp. You are talking about the oil the Gulf Oil Co. 
shipped from foreign sources ? 

Senator Carrotu. I want to confine it. I don’t want to interfere 
with the chairman’s examination. 

Mr. Wuirerorp. You are talking about the percentage figure of 
oil that Gulf ships in from outside the United States, against our 
total refinery run ¢ 

Senator Carrotu. That is right. 

Mr. Wutrerorp. It will run about 28 percent. 

Senator Carrot. About 28 percent ? 

Mr. Wutrerorp. Twenty-eight percent. That is correct. 

Senator Carroti. That is from all foreign sources? 

Mr. Wutrerorp. From all foreign sources. That is right. 

Senator Carrotit. Then you want the record to show that the re- 
mainder of the oil which was needed for your refineries comes from 
domestic production in the sum of 72 percent, we will say ? 

Mr. Wuirerorp. I would like to add one thing, if it will help 
clarify it for you; that our east coast refinery, the Philadelphia 
refinery, was designed, in the expansion program, to run on foreign 
crude oil and the equipment was designed and purchased to run on 
that oil. At the time that that was done, there were a great number 
of people in the United States who thought there was going to be a 
shortage of oil in the United States; that refineries could be supplied 
from the eastern seaboard. and was available, as it has been his- 
torically for Gulf, from both Venezuela and the Middle East. It 
seemed like very good business to design and build a refinery for the 
crude ‘oil which was available. Now, the Port Arthur refinery runs 
100 percent domestic crude oil, which is the largest refinery; the 
company has 2 inland refineries, the 1 in Toledo and 1 in Cincinnati, 
which also run 100 percent on domestic oil. As I testified this morn- 
ing, we are short of oil as we were a year ago. We had plenty of oil 
to bring in from foreign sources. We brought in about 2,400 barrels 
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a day more, and purchased about 35,000 barrels a day more from 
domestic producers. 

Senator Carrouu. I am going to read here, if I may, because I want 
to find out 

Mr. Wurrerorp. May I ask what you are reading from? 

Senator Carrot. I am reading now from the Merrill Lynch ap- 
praisal of the Gulf Oil Corp. 

Mr. Waurrerorp. I did not know whether you were still reading 
from Forbes magazine, is all. 

Senator CaRRoui (reading) : 

The Gulf’s most important foreign property is a half interest in the Kuwait 
concession. 

Would you say that is true? 

Mr. Wuiterorp. I think that is very true. 

Senator CARROLL (reading) : 

Production from which increased 16 percent in 1955 to 479,500-some barrels 
a day, net, to Guilf’s interest. 

Is that right? 

Mr. Wuirterorp. That is about right. 

Senator Carrotu. Is your contract still operating with Gulf and 
Shell / 

Mr. Wurrerorp. What do you mean, Gulf and Shell? 

Senator Carroiu. The Gulf-Shell contract. Is there such a con- 
tract in existence ? 

Mr. Wuirerorp. We have a contract to sell Kuwait oil to the Sheil 
Co., which I testified about this morning. That is still in existence. 

Senator Carrot. The next question : “When you sell oil to them, 
is that a separate corporation? I mean, do you “include that in your 
statement to the United States Government. for taxing purposes! 
What I am leading up to, I want to know what the estimated earnings 
of your oil from Kuwait are, and what your depletion allowance 1s. 

Mr. Waurrerorp. Our annual report is a consolidated report so, 
obviously, the profit we get from the sale of oil from any property in 

the worid is included in that. 

Senator Carrot. All right. Now, for the specific. What deple- 
tion allowance did you get from your transaction with Shell,? 

Mr. Wuiterorp. Do you mean how much per barrel cr how much 
total ? 

Senator CarroLt. For Kuwait, the total. 

I will tell you the reason I ask’ you that. We had testimony and it 
is in the rec ord, about Aramco, and an operation there of the major 
companies. I won’t go into the names. You know who they are. 
We wanted to find out ‘what their depletion allowance was and we have 
it in the record now. I want to get the estimates of Gulf on the 
Kkuwait operation with Shell. 

Mr. Wuirerorp. I cannot give you that offhand. Maybe somebody 
else here can. I can tell you : the same depletion allowance per barrel 
is what we get for all oil we produce, whether in Kuwait, Venezuela, 
or Canada. 

Senator Carroiu. I understand. 

Mr. WuiTrForD. You want to know the exact sum. 

Senator Carrouy. I want to know the money. 
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Mr. Wuiterorp. I am sorry. I don’t have those exact figures with 
me. Does anybody have them? 

Senator Carrott. What was the total amount of gross sale between 
Gulf and Shell 4 

Mr. Wuirerorp. Pardon me. I did not hear that, sir. 

Senator Carrot. What was the total amount ¢ 

Mr. Wuirerorp. Of what! Oil sold? 

Senator Carrot. Between Gulf and Shell. 

Mr. Wurrerorp. Of crude oil serviced ¢ 

Senator CarroLy, Crude oil.sold. Yes. 

Mr. Wuirerorp. It ran, last year, about 275,000 barrels a day. 

Senator CarroLtt. How much in dollars and cents? 

Mr. Wurtrerorp. Well, I should have brought the book with me. I 
cannot tell you that, offhand. 

Senator Carrot... I will tell you what I want to know. I want to 
know, Mr. Chairman, and I think the committee would like to know, 
in that separate operation just talking about in Kuwait, any operation 
that you had with either Shell or any other company in that area, as 
a result of the oil that comes from the Middle East, what your gross 
sales, your gross earnings, are. You can set up your cost of how much 
you paid into the Middle East Kingdom, and how you offset it in tax 
credits; what your depletion allowance is; and on that separate opera- 
tion, how much money comes in to the Treasury of the United States 
Government. 

Is there any question you want to put about that? 

Mr. Wuirerorp. I am sure I don’t have that detailed information 
with me. I would be glad to get that for you. We don’t have it here; 
nor any other transaction we make in selling crude oil to many, many 
customers. You can ask that same question about every customer we 
have. I would have to give you that same answer. I don’t carry that 
kind of information in my mind. 

Senator Carroxu. I understand it. I understand you have not been 
forewarned but you can furnish it? 

Mr. Wurtrerorp. Certainly. 

Senator Carroti. Fine. Do you have any idea what the gross sales 
are of this Kuwait Corp.?; Do you know ¢ 

Mr. Ruoapes. The Kuwait Corp.—there is no such thing that sells 
oil. The Kuwait Oil Co. operates the properties. Gulf and BP sell 
independently of each other. 

Senator Carroit. Do you have any joint marketing dealings with 
any of the others? Is your sole operation in Kuwait with Shell? 

Mr. Ruoapes. Well, Shell is one of our principal buyers. But we 
have other buyers of Kuwait crude, and then we move some of the 
crude to our own system. Yes. 

Senator CarroLt. But you also have a joint agreement, do you not, 
with Shell ? ; 

Mr. Ruoapes. Not a joint agreement. We have a sales contract 
with them. 

Senator Carrot... Just a sales contract ? 

Mr. Ruoapes. That is right. 

Mr. Wutrerorb. To sell crude oil to them. That is right. 

Senator Carroui. It has nothing to do with production ? 

90507—57—pt. 2——-30 
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Mr. Wurtrerorp. It has no interest in the production of Kuwait at 
all. 

Senator O’Manoney. Senator, your questioning suggested to me 
what I wanted to know. 

Senator Carrott. You have 50 percent of the Kuwait Co. and 
British Petroleum has 50 percent ? 

Mr. Wurrerorp. British Petroleum owns 50 percent interest in 
Kuwait, and Gulf owns the other 50 percent. 

Senator O’Manonry. Now, Gulf obtains from the United States 
2714 percent depreciation allowance on its 50 percent of that produc- 
tion in Kuwait? 

Mr. Wuirerorp. Yes. 

Senator O’Manoney. That is correct; is it not? 

Mr. Wurrerorp. They are saying we only get it on the amount we 
lift. It is not 50 percent of the total production but we get it on the 
barrels we lift. 

Senator O’Manonry. You get it on the amount you lift? 

Mr. Wurrerorp. Yes, sir. 

Senator O’Manonry. That is the credit given to you by the United 
States Government under the tax law. What credit does the British 
Petroleum Co. get by way of taxation from the British Government 
for the part of the oil of Kuwait that it gets? 

Mr. Wuirerorp. Senator, I would not have any idea at all. We 
don’t have any relations with them on the matter of taxes, so we would 
not know what their tax laws are. We don’t understand the British 
law. We would not be able to tell you. 

Senator Carroti. If I may follow along this line, perhaps in gen- 
eral knowledge, you can furnish this to us. Specifically, what roy ‘alty 
do you pay to Kuwait in which the wells are placed? What is the 
percentage of royalty? 

Mr. Wutrerorp. One-eighth. 

Senator Carroiu. Does it have an income-tax system ? 

Mr. Wurrerorp. Yes. 

Senator Carroti. And you also pay income taxes ? 

Mr. Wurrerorp. Yes, sir. 

Senator Carrotu. That is what we want to find out. What income 
taxes do you pay, because you get a tax credit just like all other com- 
panies? That is what we want to find out. This is no attempt to 
criticize Gulf. We want to find out what the system of operation is. 
Can you recall] now, generally, whether or not, from that single opera- 
tion, your earnings were such that any taxes were paid to the ’ Treasury 
of the United States? Or, to put it another way, did your payment 
of royalties and tax credits offset any income taxes that you may have 
paid into the Federal Government ? 

Mr. Ruoapes. The payment of royalties do not—they are not recog- 
nized as offsetting taxes in the United States. The tax that we paid 
is, so-called, a creditable tax. 

Senator Carrot. Yes, I understand that. Isthe royalty deductible? 

Mr. Ruoapes. The royalty is not permitted. It is just an expense 
of operation. 

Senator Carroti. Assuming from your own premise, was any money 
paid to the Treasury of the United States as a result of that single 
operation ? 
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Mr. Ruoapes. I believe that the tax credit balances, or essentially 
does—I don’t know what way—but it essentially would balance, I 
understand, the domestic tax. 

Senator Carroty. In other words, there would be this balancing 
off, with no tax coming into the Treasury. 

One other thing, Mr. Chairman, I neglected to bring up yesterday. 
Do you know when Kuwait, where your oil wells are located, passed 
the income-tax law which you paid? 

Mr. Wutrerorp. In 1951, I believe it is. 

Senator Carrot. 1951. And do you know when they passed the 
tax law in Saudi Arabia? 

Mr. Wuirterorp. It was some years before that. Two or three or 
four. 

Senator CarroLt. How long has Gulf been operating in Kuwait? 

Mr. Wuirerorp. We started shipping oil in 1946. 

Senator Carrott. 1946. A few more questions, Mr. Chairman, to 
give us a little background. You oe me any time you think there 
is a misstatement here, because our information, of course, has got to 
be based on these analyses for stockholders, and if they are wrong 
don’t hesitate to raise your voice. . 

I have an observation here, and I will read it, that— 

Gulf’s Chairman Sidney Swensrud, 56, has attained this high-earning power 
through a top-heavy dependence on Arabian oil. (A fact of which investors 
became uncomfortably aware when Egyptian dictator Nasser struck at Suez; 
they bid Gulf common down from 147% to 112 in a matter of weeks.) 

Did that happen? 

Mr. Wurrerorp. Stock came down; yes. Yes, indeed. We did 
not act as a tipster to the fellow. The fellow is the one who de- 
cided it was bad. 

Senator Carrot. This is one statement in Forbes magazine that is 
worth reading. The other thing here, that, since that time, because 
of their dependence 

Mr. Wuirerorp. You said I could interrupt you if I got a piece of 
misinformation. The question of dependence and Kuwait, I think, 
is a relative matter. Kuwait oil has never been stopped. I think 
you got mixed up between the Suez Canal, which is an element of 
transportation, and our production from Kuwait. Kuwait’s pro- 
duction suffered temporarily but it did not lose any wells and the 
fact that they talk about this dependence from Kuwait, as we said 
this morning, we are not importing any Kuwait oil in the United 
States as far as we know. There is not a single customer of Gulf Oil, 
whether a customer of our refined products, or a customer who buys 
crude from us, either domestically, or South America or Kuwait, 
who has had to be without a single barrel of oil. I am not sure what 
he means when he talks about dependence on Kuwait—whether he 
means the Suez Canal. 

Senator Carroti. In paraphrasing it, I want to say here, I do not 
want to inferentially hurt your stock position. 

Mr. Warrerorp. That has already been done. 

Senator Carro.u (reading) : 





Drawing on the vast reserves, Gulf’s vast reserves of $43914 million at the 
start of the year * * *, 


Is that right. Did you have that cash reserve? 
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Mr. Wuirrterorp. It sounds about right. 
Senator Carrot. (continuing) : 


Drawing on Gulf’s vast cash reserves ($439.5 million at the start of the year) 
he * * * 


he is referring to Swensrud, 


* * * began shopping around for new production. He paid out a fabulous $140: 
million for 127,000 acres of land under Lake Maracaibo, Venezuela’s “saucer of 
water over a sea of oil.” 

Is that true ? 

Mr. Wuirterorp. Not exactly. That is about the first time Venezuela 
offered concessions for how many ? 

Mr. Ruoapes. About 12 years. 

Mr. Wuirerorp. We have been historic producers and one of the 

ioneers in Venezuela; since we have a large stock in Venezuela and a 
ae production for the first time in 12 years, we thought we would 
make an effort to be in that rich lake area. I would like to call the 
attention cf the man who writes the article that it was the Mene 
Grande Oil Co. made that purchase, spent the money, and purchased 
the concession in which the Gulf has a half interest in, only. 

Senator Carrot. What was the name of the company ? 

Mr. Wurrerorp. Mene Grande Oil Co. It is a Gulf-owned company 
but these other companies have a half interest in the properties of 
Mene Grande, so that is a half-interest purchase so far as Gulf is 
concerned, 

Senator Carrotu. This lake is called a saucer of water over a sea 
of oil. It is evidently very valuable property. 

Mr. Wuiterorp. We hope so. We spent a lot of money for it. 

Senator Carroiy (continuing) : 

By merging Canadian Gulf with British American Oil, he obtained control of 
the second largest oil producer in Canada’s western Provinces. 

Is that right ? 

Mr. Wuirerorp. That is not quite right, either. 

Senator Carroiu. Tell us what is right. 

Mr. Wutrerorp. All right. Let me start back on this very valuable 
property of Maracaibo for a minute. The Gulf by itself spent some 
$60 million or $70 million for the offshore acreage in Louisiana and 
Texas gulf coast, which we thought was going to be very valuable. So 
far today, I am quite sure you could buy that from us for a very small 
part of the money that we spent on that particular property. Geology 
is not yet, unfortunately, an exact science; so when we buy property, 
we hope is going to be very rich, sometimes we are right and some- 
times we are wrong. Now, we hope that in Venezuela we are correct, 
but we have one well so far drilled and I don’t think that anybody 
could take that one well and say that the thing is a lake of oil. We 
hope it is, but it is going to take a few years to find out whether that 
is 1 well; 10 wells; or a thousand wells. If it is only a few wells, 
we made another bad buy. [If it is 1,000 wells, we will pat our geol- 
ogist on the back and be very proud of ourselves, and hope it makes 
enough money to take care of what we lost offshore. 

Senator Carroiu. I am now reading from the Merrill Lynch, Pierce 
stock quotation: 


In 1956 Gulf has: (1) acquired control of the Warren Petroleum. 
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Is that true? 

Mr. Wurtrerorp. That is correct. 

Senator Carroiu. Is that under some consideration by the Federal 
Trade Commission; do you know? Is that being questioned in any 
way? 

Mr. Wutrerorp. I believe the Federal Trade Commission is con- 
ducting an investigation, whether that action resulted in any monopoly, 
which we don’t think it did. 

Senator Carroii (continuing) : 

(2) Purchased 120 millions of convertible debentures of Union Oil of 
California. 

Is that true? 

Mr. Wurrerorp. That is correct. 

Senator Carro.y (continuing) : 

Obtained a controlling interest in British-Ameriacn Oil in exchange for its 
Canadian subsidiary. 

Mr. Wurrerorp. Well, that is not exactly right. The Gulf Oil 
Corp. has been a shareholder in British-American Oil Co. for about 
10 years, beginning at a time when I was president of the British- 
American Oil Co. and they owned about 22 to 23 percent; so when 
the British-American Oil Co. directors decided that their weakness 
as an integrated company was a lack of crude oil, in western Canada, 
they approached us and asked us whether we would dispose of the 
properties in western Canada to British-American Oil. They did 
not have enough cash to make that knid of a purchase, even though 
they lost quite a few properties trying to build up their position to 
where they were able to be a producer as well as a manufacturer and 
marketer, so they again proposed to us they would pay for it in stock— 
what you call controls—24 or 25 percent, or whether you call it 59 
percent, I don’t know, but we already had what some people might 
call effective control, and had that for 10 years in the British- Amer- 
ican Oil Co. We acquired the difference between what we owned for 
10 years and what we own now, which is about 59 percent, as a result 
of that transaction. 

Senator Carrott. Now just to summ: irize it in here, they have got 
in this same Merrill Lynch document that Gulf operates 11,000 miles 
of crude and product pipelines, maintains a fleet of 58 seagoing 
tankers, and your company’s products are marketed throughout the 
free world. Domestic operations carried on over 36,000 retail outlets 
in 39 States. Is that substantially correct ? 

Mr. Wutrerorp. No. We are not a marketing company through- 
out the world, unless you count the crude oil we sell to other market- 
ing concerns. 

We are primarily, 90 percent of our marketing is confined to the 
United States, in which we operate again in about 27 States. 

Mr. Guzzo. Primarily 28, and sparsely in about 6 more. 

Mr. Wurrerorp. Sparsely in 6 or 8 more, but our brand pone 
are certainly not marketed throughout the world, although I wish I 
could tell you yes they are, we w ould be very proud of that. 

Senator Carron. We will accept your modification. 

Mr. Wurrerorp. Thank you. 
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Senator Carrotu. Your net reserves according to this are 16.4 
billion barrels of crude and 6.09 trillion feet of natural gas including 
1.40 billion barrels and 4.59 trillion feet in the United States. 

I will continue reading this, and then you can qualify it in any 
way you desire: 

These figures do not include the reserves underlying the new field dis- 
covered in Kuwait, nor Gulf’s 58 percent interest in the reserves in the British- 
American Oil Co. 

Is that substantially correct ? 

Mr. Wuitrerorp. Mr. Rhoades says that is substantially right. He 
is my authority. 

Senator Carrotit. Now we move over. Then financially the total 
assets now exceed $2 billion; is that right ? 

Mr. Wurtrerorp. I believe that is correct, sir. 

Senator Carroti. And you maintain your strong financial position 
according to this document, again reading from Merrill Lynch—I 
might read this to you: 

Moreover, despite Gulf’s continuing program of large capital expenditures, 
financed largely out of earnings, the company characteristically maintains a 
strong financial position. 

Your net working capital as of December 31, 1955, was $435 mil- 
lion. Is that about right ? 

Mr. Wutrerorp. I think that is about right. 

Senator Carroiu. I wanted to give some idea of how big you are. 
Of course we know you are very large and are a very well-managed 
organization, but coming back to the price increase, it seems to me as 
I listened to your testimony, Mr. Whiteford, and considering the 
great profits which you have had through the years, the fact that 
the company through the years has been plowing back its earnings, 
you have spent very little in financing, and through the years, for ex- 
ample, the gross plants from 1950 to 1955 has increased over $1 

illion. 

The percentage of earnings has increased steadily through the 
years, and your working capital position from 1950 until 1955 has 
almost doubled, gone from $255 million, from 1950 to $439.5 million 
in 1955. I take a look again, reading from the Forbes magazine, 


which you don’t seem to care much about, and this is an item on page 
126 called: 


Black Gold: Gulf’s position net per share $8.19. 

Is that right? 

Mr. Wrnterorp. I didn’t hear that. 

Senator Carroty. $8.19. 

Mr. Wutrerorp. What does that represent, sir? 

Senator Carroty. This is the 1955 annual report. I will give you 
the statement of it so you can deny it if you wish. 

Mr. Wuirerorp. Is that supposed to be earnings? I couldn’t under- 
stand what that is. 

Senator Carrow. I think that is your earnings. 

Mr. Wuirerorp. Net earnings when? 

Senator Carroti. Let me read the statement : 


In reading through 1955 annual reports there— 
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relating to a series— 
only by adding depreciation and depletion allowances to net— 
this is the difference— 


depreciation and depletion allowances to net can an investor see how much 
money an oil company really takes in. Here is how cash flow compared with 


reported earnings— 
and it lists a series of them, and I will come down to Gulf. 

The net per share based upon these assumptions, depreciation and 
depletion allowance, was $8.19, and the cash flow was $14.83. 

It seems to me with that sort of a statement and your whole state- 
ment of the profits, that although I am pleased to see for the first time 
in your statement where you say that the price increase is not seriously 
reflected throughout the country as in the case of the Humble Oil Co., 
or Esso, or Texaco, as I gather from your statement only in some 
places either a half a cent or three-quarters of a cent per gallon of 
gasoline, and you still insist in the face of this profit record and your 
tremendous holdings that have been built up over the years that you 
really needed the price increase. 

Mr. Wurrrrorp. Yes, without any question. 

Senator Carro.u. But the fact remains that, like Texaco, you waited 
for Humble to move, and then after Humble moved, ‘Texaco moved 
on the 7th, made their price rise retroactive to the 3d, and Gulf did 
not move until the 8th. 

Mr. Wuirerorp. You are making the statement to me as to why we 
didn’t move, or that we didn’t move until we waited for Humble to 
move or we didn’t move until somebody else moved first ? 

Senator Carrot... I was under the impression you said that all the 
oil industry was waiting for somebody else to make the first move. 

Mr. Wuirterorp. No; I didn’t say that. I said that it was apparent 
I think to everybody in the oil industry who was paying any attention 
to his exploration and production costs, to any large purchaser of 
crude oil from the comments, complaints, and wires we received from 
independent producers, that there were enough economic pressures, 
unless we were blind, that we would be well aware that there was a 
justifiable price increase in the very near future, if it was not overdue, 
because steel had gone up, wages had gone up, all materials had gone 
up, and I did not see any reason for any reasonable man to expect that 
crude oil would be the only one of the raw materials that would not be 
affected by the same inflationary forces. 

Senator Carrott. Can you give me some idea how much of your 
production is compared to Aramco? 

Mr. Ruoapes. You are speaking of Gulf’s interest there? 

Senator Carrot. That’s right. Iam thinking of your sales. How 
does it compare with the production of Aramco in 1 year? 

Mr. Ruoapes. It would be probably less than one-half of Aramco’s 
production. 

Senator Carrot. We had testimony yesterday, it was undisputed 
by the brains of the oil industry that their profits from that operation 
in 1955 ran almost 55 percent of net worth, based upon the stock- 
holder’s equity. Of course I am talking about Aramco. Now I am 


wondering what comparable figure you have from this Kuwait opera- 
tion for Gulf. 
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Mr. Wurtrerorp. I think our published figures last year showed that 
our total profits, of our total profits, over half of them came from 
Kuwait, but the matter of saying they came from Kuwait is a little 
bit misleading. 

They come from Kuwait crude oil, but the Kuwait crude oil itself 
over there, you would not sell very much of it in that particular area, 
so it means when that crude oil moves to market throughout the world, 
whether they be French markets, English markets or United States 
markets, in the end where that comes from is the fellow who buys the 
gasoline at the pump, so they come from all over the world. 

Senator Carroti. Don’t you have a joint marketing agreement with 
Shell ? 

Mr. Wuirterorp. No, sir. 

Senator Carrott. Will you stay out of certain markets—— 

Mr. Wurrerorp. No, sir. We are in every marketing territory. 

Senator Carroti. That Shell is? 

Mr. Wurrerorp. We are not in some where we have never gotten, 
but we are in any area where we have been able to figure out the eco- 
nomics of moving crude oil and building a refinery and opening a 
market would be justifiable. 

Senator Carroiu. If you move into the same market with Shell— 
you know this—you would have to pay a penalty. This is a part of 
the Gulf-Shell contract. There is no need for my going into this. Am 
I right in that assumption? 

Mr. Wurrerorp. Here is our answer to that. It is very simple. 

The Shell Co. says if we take crude markets away from them, they 
have the right to deduct that amount of crude purchases from us, so if 
we think we can make more money by using our own crude and build- 
ing our own refineries and our own market, we are perfectly free to 
do so. 

On the other hand, if we do so, they can say, “We don’t care to buy 
that same amount of crude oil from you.” 

Senator Carrott. Suppose I read this into the record. This is 
clause 6, paragraph 6 (a) of the Gulf-Shell contract : 

“If any Gulf company shall in any year of delivery period except the last vear 
of that period through its utilization of crude oil increase its portion of the sales 
of any petroleum product in any of the listed territories at the expense of any 
Shell company— 

I will pause for a moment. 

You talk about listed territories, so territories were set out, were 
they not, between you and Shell? 

Mr. Wurrerorp. The Shell marketing territories where they use 
Kuwait crude oil is set out, that is correct. 

Senator Carrot (reading :) 

Then Shell shall have the right by notice in writing to Gulf to reduce in the 
following year the quantity for that year by an amount which shall not exceed 
(1) 70 percent of the crude oi] equivalent of the quantity of such increase, or (2) 
the quantity of the oil attributable for that year, whichever is the smaller. 

Mr. Wuirerorp. You read that and that is what I was hoping you 
would do. That says they have the right not for a penalty, but to 
reduce the amount of crude oil they buy from us from that area by 
the same amount. 
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They say 70 percent, which is the refining value, by the same amount 
of crude oil that we will be selling into that area under our own power, 
which is not a very unusual thing when you are selling crude oil. 

Senator Carrot. We can discuss this for a long time. I think it is 
perhaps not germane to this issue except we come back again to the 
price increase. 

I have tried toemphasize that. Still in the face of these problems in 
this record, in your growth and expansion and your plowing back of 
earnings, you still think that the price increase was justified ¢ ¢ 

Mr. Wutrerorp. Decidedly. 

Senator Dimxksren. Mr. Whiteford, with reference to that clause 
in these sales contracts, that simply means that if you invade their 
territory, you can’t make them under your crude contract take the 
same amount of crude, because if you took their wholesale territories 
away, you would have them swimming around in crude with no place 
else to go. That looks like a reasonable clause in the contract. 

But getting to this price matter, Mr. Foley of the Texas Co. was 
testifying the other day, and this is what he said, quoting from 
page 1708 of the record: 

Mr. Forry. Senator, we found by hard experience that if you try to go up 
and you are the only one that goes up and stays up, you will lose all your 
friends and your customers. We don’t like to do that. We like to keep our 
friends aud customers. 

I suppose when you discuss these matters you wonder whether 
somebody is going up, but that is Just the ordinary business story of 
everyday life. Who is going to take the dare to go up and is he 
going to stay up there at 1 cent higher, and what happens if he does? 

Mr. Wurtrerorp. Senator, that couldn’t be more accurate. Already 
you have seen what happened. The gasoline price moved up on the 
basis of the increased cost of not only crude oil but the other infla- 
tionary factors. But under heavy competition, it has already been 
adjusted downward because in some places it did not hold. 

Just this morning when I got up, I noticed that one of our com- 
petitors has reduced the price of gasoline in western Pennsylvania 
eight-tenths of a cent a gallon, so that as you said, I don’t know any 
other w ay you raise the price unless we all got together and talked it 
all over and announced that as of tomorrow we would all raise the 
price at the same time, and some place counsel has advised me that 
that is not legal. 

Senator Dirxsen. Mr. Foley said he read about the Humble in- 
crease in the newspapers. 

I have one question for Mr. Rhoades. Mr. Rhoades, were you on 
the Foreign Petroleum Supply Committee during the Iranian crisis? 

Mr. Ruoapes. I was not. 

Senator Dirksen. Gulf was represented. 

Mr. Ruoapes. Gulf was represented by Mr. Hamilton, who was 
then in our New York office, but he is in London at the present time, 
and when the committee was reconstituted, I took his place. 

Senator Dirksen. You have no familiarity with what transpired 
when Mr. Hamilton was representing the company ? 

Mr. Ruoapes. No. 

Senator Dir«sen. Five or six years ago. 

Mr. Ruoapgs. No; I do not. 
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Senator Kerauver. Mr. Chairman, may I ask 1 or 2 questions? 

Senator O’Manonegy. Will you pardon me just a moment? I 
have a question of Mr. Whiteford. 

Having in mind the statement that you made on page 3 of your 
prepared paper and concerning which we have been interrogating you 
at length, it reads as follows: 

If we had wanted to be price gougers, we could have held this crude in antici- 
pation of a price increase which we believe to be imminent and justified. 

That has been thoroughly analyzed, so I don’t care to analyze it 
again, except in connection with the document which we have received 
from your files in response to the subpena. ‘This is labeled G—2314. 
It is entitled “Confidential : Minutes of Meeting of Management Com- 
mittee, Tuesday, January 8, 1957.” 

The names of those present: Mr. Whiteford, Mr. Hurley, Mr. Proc- 
tor, Mr. Naylor, Mr. Rhoades, attended the meeting, T. J. Sulliv: in, 
Mr. Archie Gray, also attended the meeting, and some other gentle- 
men came in later. This was apparently a discussion of price in- 
creases and what should be done about it. 

I don’t intend to read all of that but I want to call your attention, in 
the light of the interpretation of an anticipated price increase, to a 
document dated January 3. 

After analyzing crude oil prices at length—did I say dated January 
3, that being the date on which Humble Oil increased the price of 
crude oil—we find an analysis of the different grades of crude in vari- 
ous parts of Texas and elsewhere. Then at the end of page 3 we find 
this statement: 

In Mississippi and Alabama we were supposed to be guided primarily by the 
action of ESSO Standard. However, we do not mean by this that we would 
propose to follow blindly but more precisely stated, we would like to see what 
ESSO Standard does and then make our own recommendation. 

Are we to understand from this, that some consideration at least is 
given in the fixing of prices to the action of ESSO or Standard of 
New Jersey or Humble or some of the subsidiaries of the other com- 
panies / 

Mr. Wuirrrorp. Yes, sir. When we are talking about when we are 
a purchaser of crude oil in addition to the analysis which you referred 
to, knowing we have to meet competition, if we are the smallest pur- 
chaser in that field or in that area, we would pay very much attention 
to what somebody else who was a larger purchaser in that area, would 
post, because we ‘know that competition is going to force us in the end 
to about the same price as the leading purchaser does in that particular 
area, and that is what I say. 

We would not only analyze our own yields but when we set our 
schedule up, trying to bear in mind the di ferent schedules that have 
been issued by many companies, by that time in various areas, we try 
to make a compromise between our ideas of refining values and what 
the leader did in that particular area, and in different areas there are 
different leaders that are crude oil purchasers. 

We missed it in some areas, and, as I say, we made adjustments since 
that time to where our schedule now conforms very closely to what 
the rest of the industry has finally settled down to, but we weren’t alone 
in that. Other schedules also missed the mark. 
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In some areas they were over, in some areas they were under, but I 
would not hesitate but to say to you that we do take into regard as 
businessmen what the businessmen in that area think refining values 
are. 

Senator O’Manoney. There is a recognition of leadership in that 
area ? 

Mr. Wnuirerorp. Yes, sir. 

Senator O’Manoney. Now another question. In response to our 
inquiry, you were good enough to supply us with a list of all your 
subsidiaries. I haven’t counted them but they cover almost two long 
sheets of paper. 

My interest in raising the question about them now is the discus- 
sion’ we have had about Kuwait. I just wanted the record to be 
clear. 

As this list is prepared, the subsidiaries of Gulf have subsidiaries of 
their own, and some of these subsidiaries have other subsidiaries. 
They are incorporated in places as distant as Liberia, Denmark, Eng- 
land, Pennsylvania, Belgium, Sicily, Sweden, Switzerland, Holland, 
Spain, India, and, of course, most of them are incorporated i in Dela- 
ware. 

Now with respect to the Gulf Exploration Co., that apparently is a 
direct subsidiary of Gulf Oil Corp.; is it not? 

Mr. Wuirterorp. Yes, sir. 

Senator O’Manoney. Incorporated in Delaware and wholly owned 
by Gulf Oil Corp. One of the subsidiaries is Gulf Kuwait Co. That 
is another Delaware corporation 100 percent owned by Gulf Explora- 
tion Co.; is that right ? 

Mr. Wuiterorp. I believe that is correct; yes. 

Senator O’Manoney. Then Gulf Kuwait Co. has two subsidiaries. 
One is Kuwait Oil Co., Ltd., incorporated in England. in which the 
ownership of Gulf Kuwait is 50 percent and Kuwait Oil Company 
Trustees, Ltd., of which you have only 1 percent interest. 

Then Gulf E xploration Co. has another partly owned subsidiary, 
the United Petroleum Securities Corp., incorporated by the State of 
Delaware, of which either Gulf Exploration Co. or Gulf Oil Corp. 
owns 22.5 percent. 

Which of these companies, Gulf Kuwait Co., Kuwait Oil Co., or 
Kuwait Oil Company Trustees, pays the taxes? I assume it is Gulf 
Kuwait Co.; is it not? 

Mr. Ruoapes. Yes, Gulf Kuwait Co. is the company that owns our 
concession. It is the company that has the responsibility and is re- 
quired to make payments. 

Senator O’Manoney. That is the company that raises the oil that 
you sell? 

Mr. Ruoapes. That is the company that owns the oil that comes 
out of the ground. 

Senator O’Manoney. That is the company that gets the depletion 
allowance? 

Mr. Ruoapes. And the tax credit, that’s right. 

Senator O’Manonry. Tax benefits? 

Mr. Ruoapes. That’s right. 

Senator O’Manonry. Would you explain please for the record how 
many corporations there are all told and what the function of each 
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of these corporations is? I don’t want you to go into detail on the 
matter. I think you can give a general explanation. I don’t want to 
keep you here all afternoon detailing all of these corporations. 

Mr. Wutrerorpb. Senator, I am pretty sure I can give you a general 
idea. Many of these are exploration companies. 

I remember you said the Denmark Co. Denmark is a Danish- 
American prospecting company which is the company we use for 
trying to find oil in Denmark, and after 12 years of very painful 

eological efforts, we were unable to find anything but some salt. 
salt seems to be very plentiful in Europe at the present time so we 
have quit that company but haven’t dissolved it yet. In fact, we 
sold it I think the other day to another oil company who evidently 
has more optimism in finding oil in Denmark than we have. 

Senator O’Manoney. Perhaps you might have used it to put on 
the tables of some of the oil burners of Arabia ? 

Mr. Wurrerorp. And some of these other ones that are listed here 
are small marketing companies where we have a little marketing 
operation in some of these areas. Some of them are just companies 
that they keep alive because once upon a time they had a small operation 
in that particular area. 

Some of them are pipeline companies, tranportation companies, 
both crude oil and products. I would say that 80 percent of them or 
75 percent of them were insignificant in the whole group. They are 
a collection over many years. 

Senator O’Manonery. How many of them are active now? 

Mr. Wuirerorp. Senator, I can’t answer that accurately. You 
mean active by being kept alive legally ? 

Senator O’Maunonry. Not only being kept alive but actually func- 
tioning. I don’t mean mere paper corporations that are not liqui- 
dated. 

Mr. Wutrerorp. They are probably technically functioning, Sena- 
tor, but their relative importance is what I am trying to say—for 
instance the Bahamas Exploration Co., for awhile we were very active 
down there, and, after we had drilled a reasonable number of dry 
holes, we are resting on our laurels now and waiting for somebody 
else, maybe Humble, to find some oil down there so we can follow 
them. The Barbados Co. is the same, 

Senator O’Manoney. Did I hear you say “follow” / 

Mr. Wutrerorp. I stand corrected. 

Senator O’Manoney. I am not correcting you. 

Mr. Wurtrerorp. But there are quite a few of those companies that 
are inactive now as far as any importance is concerned that at one 
time or another were used to explore for oil. 

Senator O’Manonry. How many active corporations do you have? 

Mr. Wuirerorp. Mr. Rhoades says he thinks probably about 100. 

Senator O’Manonry. I want to say to you, and make it part of the 
record, like all the other corporations with whom we have had con- 
tact in this matter, you have responded promptly and fully as far as 
we can see to every request we have made of you. 

That list was submitted first and then later we received a letter 
dated February 26 from Mr. Archie Gray, general counsel, and in that 
letter the statement is made—this was at the same time that list was 
submitted : 
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There is attached hereto a complete list showing the names of all domestic and 
foreign subsidiaries and affiliates of Gulf Oil Corp. together with the domicile of 
each and the stock ownership held by Gulf Oil Corp., or any of its subsidiaries. 

This list, however, does not include Gulf’s ownership of stock in British 
American Oil Co., Ltd., a Canadian corporation which, as of December 31, 1956, 
amounted to a fraction over 57 percent. 

Is that different from the British American Co. which we were talk- 
ing about ? 

Mr. Wuirerorp. No, sir; that was the same company. 

Senator O’Manonry. That is the same company ? 

Mr. Wutrerorp. Yes, sir. 

Senator O’Manonry. The interest of Gulf Oil Co. and British 
American Oil Corp., the Canadian corporation, is a fraction over 57 
percent ? 

Mr. Wuirterorp. I said 59, but maybe I was a little proud. If Archie 
Gray said 57, that is more accurate than my estimate of 59. 

Senator O’Manoney. What I am trying to clarify is your statement 
this morning with respect to the British Government’s ownership. 

Mr. Wuirerorp. No; excuse me, the British American Oil Co. is a 
purely Canadian company that only operates in the Dominion of 
Canada. 

Senator O’Manoney. This is not a company in which the British 
Government owns 51 percent ? 

Mr. Wuirerorp. No, sir; that is the British Petroleum Co which 
used to be the Anglo-Iranian Oil Co., and the Anglo Persian Oil Co. 
before that. They are the company that was in Persia under the 
old name of Anglo Persia. 

Senator O’Manonery. Is this company operating now ? 

Mr. Wuirerorp. Which one? 

Senator O’Manonry. The British American Oil Co. 

Mr. WuitErorp. Yes. It is the second company in Canada, sir. 

Senator O’Manoney. What is its function? 

Mr. Wuirerorb. It is a producer of crude oil and a manufacturer 
and a marketer. 

Senator O’Maxonry. Now another question: The figures.that we 
have indicate that Gulf Oil Corp. or perhaps one of its subsidiaries 
owns 86,426 filling stations in 40 States of the Union. 

This may be ownership, this may be by lease, I don’t know, but in: 
any event corporations, some 8 of them represented on MEEC, own 
239,043 filling stations in the States and the District of Columbia. 
How do you carry on that operation with these filling stations? 

Mr. Wuirerorp. Mr. Guzzo, could you answer that? 

Mr. Guzzo. We do not own thirty-six-thousand-odd service stations. 
Gulf products are available through that number of service stations. 

Senator O’Manonry. Through that number of service stations? 

Mr. Guzzo. That’s right; they are not owned. 

Senator O’Manonery. All of Gulf products ? 

Mr. Guzzo. Well, some all Gulf products, some not quite all, but 
Gulf products of some sort or other are available through that number 
of retail outlets. 


Senator O’Manonery. Do you exercise any managerial control over 
those stations ? 

Mr. Guzzo. No. The only ones that we exercise any managerial 
power over the stations are those that we operate ourselves. 
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Senator O’Manonry. How many of those are there ? 

Mr. Guzzo. In the whole country? 

Senator O’Manoney. Yes. 

Mr. Guzzo. Approximately 140. They include the stations on the 
Pennsyly ania Turnpike that we are obliged to operate. It includes 
some 35 or 40 in the Atlanta area, and the rest of them are primarily 
training stations to train our sales personnel and to train dealers to 
take over some of the retail outlets. 

Senator O’Manonry. The dealers who take over these other retail 
stations, are taken over in what manner? On some sort of contract? 

Mr. Guzzo. The majority of them have a sales contract where we 
own the property or have the property under a lease. We lease the 
station to them for a minimum period of a year or longer and in the 
majority of cases at a flat rental per month. 

Senator O’Manoney. At a flat rental per month? 

Mr. Guzzo. Per month, yes. 

Senator O’Manonry. A minimum period of 1 year? 

Mr. Guzzo. That is the minimum. 

Senator O’Manonry. You don’t have any leases of less than a year? 

Mr. Guzzo. No, sir; we do not. 

Senator O’Manonrey. What is the longest ? 

Mr. Guzzo. If my memory serves me correctly we have some as long 
as 5 years. 

Senator O’Manonry. In your statement for 1954, Gulf annual re- 
port for 1954, a magnificent example of the printer’s art, I might 

say 

Mr. Guzzo. Thank you. You like the report, do you? We ap- 
preciate that. 

Senator O’Manoney. I would like to read this for your explanation. 

Mr. Guzzo. Yes, sir. 

Senator O’Manoney. This is on page 28: 

The number of retail outlets selling Gulf products remained during 1954 at 
approximately 36,500, of which 2,857 were company-owned. 

That is a different statement from the 140. 

Mr. Guzzo. The 140 that I said were company owned and operated. 
Those that are company owned include the ones we lease to daalees and 
those we operate. 

Senator O’Manoney. I wanted to get the category defined so that 
there would be no doubt. 

Mr. Guzzo. If we lease a station to a dealer and we have some that 
have been in stations for as long as 20 and 25 years, he operates that 
station. He isthe boss. He is the independent contractor. 

He pays us the rent once a month and then we have with him a sales 
contract on gasoline, motor oil or any other products that he wishes to 
buy from us. 

Senator O’Manonry. Do you express any guidance to him with re- 
spect to the other products, like accessories, for example, that should be 
sold, such as tires, batteries ? 

Mr. Guzzo. Most dealers, Senator, of necessity, have to go into some 
sort of tire, battery, and accessory business to enable them to properly 
serve their customers. 

We have our men calling on them acting as counselors to do a good 
merchandising job and we naturally try to sell him the tires that we 
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market, or the accessories that we market, but there is no compulsion 
on the part of the dealers to buy our tires or accessories because we 
have any number of them that handle other tires or accessories in 
which we have no interest whatsoever. 

Senator O’Manonery. You mean that your agents are not sufficiently 
persuasive to convince all of them ? 

Mr. Guzzo. Well, Senator, there is still no law against selling, thank 
God, and we do try to sell them on the things that. they should handle 
but we are purely on a sales basis, and not on any other basis. 

Senator O’MAnoney. I want to see whether it is proper for me to 
say, from this platform here, from this bench, that so far as Gulf 
Corp. is concerned, it does not, and does not desire to, exercise any 
control over the accessories its retail contract dealers may sell ? 

Mr. Guzzo. Or any other part of the business of a retail outlet. 

Senator O’Manonery. You only ask them to take your gasoline ? 

Mr. Guzzo. We sell them on the wisdom of using the best gasoline in 
the world, which is marketed by Gulf. We try to sell them on the 
wisdom of using Gulf motor oil, and so forth, but purely on a sales 
basis. 

Senator Dirksen. Mr. Whiteford, I had intended to ask somewhere 
in these hearings what the comparative quality is of the gasoline 
marketed in European countries as distinguished from here, on the 
basis of its octane ratio. 

Mr. Wutrerorp. Until very recently, Senator, the octane ratios in 
most European countries was lower, considerably lower, than it was in 
the U Inited States, but in the last year octanes have moved up in 
Europe to where, while they are not as high as they are in the States, 
they are in the same range as what we c: all house brand and, in some 
cases, they have moved up to w hat we call premium brands, but gener- 
ally they are lower than they are in the United States. 

Senator Dmxsrn. To get at it another way, you mentioned this 
morning the statement that when you left Pittsburgh Good Gulf—as 
I suppose that is No-Nox 

Mr. Guzzo. No; that is the house brand. 

Mr. Wurrerorp. No-Nox isthe premium. 

Senator Dmxsen. It is being marketed at 30.9 cents a gallon. I 
presume that that is a higher octane than they sell in Europe. 

If that gasoline were sold in Europe, comparatively how much more 
would it bring? It is my understanding that in England it is 89 cents, 
a dollar in France, but would it command a higher price if it had the 

same octane number ¢ 

Mr. Wuirerorp. It would move up in price on about the same scale 
I mentioned here. What do we usually say for each octane, it moves 
up how much in value ? 

Mr. Guzzo. About 15 points. It all depends where the octane 
range is. 

Mr. Wutrrrorp. If you move it up to a higher octane, to answer 
your question, the gasoline that is sold in England would cost more 
money. They have moved up over there, Senator, I think 6 months 
ago, and I think they are selling a 9714 octane gasoline now in England 
for their premium which is the same as our premium in our marketing 
territory, but does not correspond with our superpremium or this third 
grade which is over 100 octane. 
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Senator Dirxsen. Aside from price-cutting stations, what would 
be the explanation for 35 different prices for gasoline in the Cleveland 
area? Would it be the octane? 

Mr. Wurrerorp. Mostly competition, because after you sell the 
dealer his supply of gasoline, what he wants to charge for it then 
depends on his idea of profits. If he thinks he can sell more gallons 
and make less per gallon, that is up to him. 

Senator Dirksen. One question about the corporate structure. [ 
suppose a lot of people are rather curious about why all these little 
subsidiary combinations are organized, but if you were going to drill 
in Barbados or in the Bahamas, you could not go as an individual, you 
could not go as a market share. Is there any other way which you 
would go outside of setting up a corporation, to conform with what- 
ever the legal requirements are there? 

Mr. Wuirerorp. Absolutely not, because not only that, Senator, if 
we tried to operate that type of a farflung show we would have to 
have officers of the Gulf Corp. stationed down there to discharge the 
contract and the business that is called for under the laws of that 
particular land, so this allows us of course to have proper officers even 
though you only have one man. You can make him the whole thing. 

You can make him president, vice president, secretary, and treasurer. 

Senator Dirksen. So it is not. merely a matter of convenience. It 
is almost a matter of necessity. 

Mr. Wurrerorp. It is, sir. 

Senator Dirksen. When you go into a foreign sovereignty to 
explore. 

Mr. Wuirerorp. Yes, sir. 

Senator O’Manoney. Going on with this question of retail 

Mr. Guzzo. The dealers? 

Senator O’Manonry. Dealers and tank wagons, we had a witness 
here, Mr. Cresente, representing, as I recall it, the Cleveland Inde- 
pendent Gasoline Dealers. He testified that the expansion of major 
companies into the retail business is making it almost impossible for 
the old-fashioned filling station operator to exist. What do you think 
of that? 

Mr. Guzzo. I don’t think that that is an accurate statement, Sena- 
tor. Actually, service stations are being improved as are other mer- 
chandising establishments. 

I like to say they are being upgraded and the good dealers are in ) 
demand for these fine service stations. They can make a good living | 
and, as a matter of fact, we encourage dealers to own their own service 
stations. 

Senator O’Manoney. Isn’t the cost of a service station much greater | 
now than it used to be? 

Mr. Guzzo. Just as everything else is; yes. 

Senator O’Manoney. Isn’t it a fact that some of the big companies 
build stations which are beyond the capacity of local operators with 
small capital to build ? 

Mr. Guzzo. I wouldn’t say that, because undoubtedly there are mis- 
takes made in overbuilding in certain localities but they are mistakes 
of judgment and pretty soon people of that type get pretty well 
caught up with, because economics catch up with them. 
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But by and large considering the worth of an outlet in an area, the 
average dealer can become the owner of that outlet. 

Senator O’Manonry. The ave ‘age dealer can / 

Mr. Guzzo. Yes. 

Senator O’Manoney. Are you now announcing with the same gusto 
that you announced the gasoline that you sell that the Texas dealers 
may buy 

Mr. Guzzo. The Gulf dealers, Senator. 

Senator O’Manoney. The Gulf dealers may buy these stations ? 

Mr. Guzzo. Yes, sir. We encourage Gulf dealers that have been 
tried and can handle these stations to y buy them and own them them- 
selves. As a matter of fact, over the past 2 years we have sold over 
1,500 of our service stations to dealers, helped them to finance them, 
so that they could own them because we believe it is a good policy. 

Senator O’Manonery. Do the other major companies do that ? 

Mr. Guzzo. I don’t know, Senator. I would not know that. 

Senator O’Manonry. How many filling stations did you build dur- 
ing the comparable period i in which you sold 1 5000 ? 

Mr. Guzzo. Numerically, Senator, we only have about 100 more 
service stations today than we had 2 years ago, but we are improving, 
upgrading them, and in a good many cases we built a good service 
station to take the place of 2 or 3 that probably were outmoded and 
were incapable of serving the vicinity or the area that they were 
intended to serve. 

Senator O’Maioney. Is it not possible for Gulf to increase the 
domestic marketing operations / 

Mr. Guzzo. We naturally, as any good business concern, want to 
keep up with the parade. We want to maintain our volume where we 
already have it, and we want to get a little more where we don’t have it. 

Senator O’Manonry. Don’t tempt me to say you want to. 

Mr. Guzzo. No, indeed, we are not following anyone, but you see, 
Senator, practically every community in the country is growing. 
They are establishing new trading centers and naturally if we do 
not put service stations in those trading areas or new residential areas 
to serve the customers, we will soon lose position. 

sut in every case we lease these stations to dealers to be operated 
on an independent dealer basis and wherever we possibly can sell a 
station to a dealer, we do so, and we encourage them to buy. 

If he has the ability to run it and put up a little money we arrange 
for him to purchase it so that he can be owner and operator, and 
even though he does not buy the real estate, he is still an independent 
contractor to all intents and purposes. 

Senator O’Manoney. An independent contractor but not an inde- 
pendent owner. 

Mr. Guzzo. He leases it. It is in the same category—— 

Senator O’Manoney. Over what. period ? 

Mr. Guzzo. We lease it to him for 1 year, 2 years, 3 years, 5 years. 
Senator, in my 42 years of experience in the oil business, I have never 
turned down a longer lease on the part of a dealer. 

Senator O’Manonry. Among these 1,500 that you have sold, in how 
many cases did you also sell the land ? 

Mr. Guzzo. We sold the whole thing, land and improvements. 

Senator O’Manoney. Land and improvements / 
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Mr. Guzzo. Yes, sir. 

Senator O’Manonry. So they were completely free 

Mr. Guzzo. Yes. We have better than 1,700 of such type, but 
1,500 have been actually consummated in the last 2 years. 

Senator O’Manonry. And those 1,500 became absolutely inde- 
pendent enterprises ? 

Mr. Guzzo. They became, in addition to being independent con- 
tractors, sole owners of their premises. 

Senator O’Manonery. But they were independent contractors / 

Mr. Guzzo. To begin with but they are now owners of their premises 
in addition to being independent contractors. 

Senator O’Manonry. They could even sell Esso gasoline or Frontier 
gasoline? 

Mr. Guzzo. Well, we hope not, but they can. All that we have with 
them now is contractual relations on selling them our products. 

Senator O’Manonry. What percentage of the increase in the price 
of gasoline that your refineries announced does the retail operator get / 

Mr. Guzzo. The retail operator sets his own price at the pump, 
Senator, and he necessarily sets the price ional to competitive 
conditions. 

In some areas a dealer is able to enjoy a wider spread than in other 
areas. It all depends upon competitive conditions, but he sets that 
price. He sets his own margin. 

For instance, in the example that Mr. Whiteford gave you this 
morning, the spread of that dealer in Pittsburgh is 6.8 cents per 
gallon. That isn’t universally the case, but in some other cases it 
could be 5 cents, in some cases it would be 444. It depends upon what 
the dealer posts himself. 

Senator O’Manoney. How does the dealer get that gasoline? 

Mr. Guzzo. He purchases it from us. 

Senator O’Manonery. How is it delivered / 

Mr. Guzzo. By tank trucks. 

Senator O’Manonery. Whose tank trucks ? 

Mr. Guzzo. Our tank trucks. 

Senator O’Manonry. What is the tank-wagon price as compared 
with the dealer’s price ? 

Mr. Guzzo. In the case that Mr. Whiteford related this morning, 
the tank-wagon price is 15.3, excluding tax, Federal and State tax. 
He pays the tax which is 9 cents, making the total 24.3, and I believe 
that in the case referred to, he retailed it for 30.9 cents. 

Senator O’Manonry. That is the price which Gulf Corp. itself 
receives ? 

Mr. Guzzo. Yes. We-collect for the tank-wagon price Uncle Sam’s 
3-cent gasoline tax and the State’s tax, and in a good many places 
we have local taxes, city taxes, and county taxes. 

Senator O’Manonry. Now we have a picture of a great corpora- 
tion, and very efficiently managed, as you gentlemen have demonstrated 
by your answers here today. 

Mr. Guzzo. Thank you, sir. 

Senator O’Manonery. You are very quick on the trigger in response 
to our questions. But here we have this great corporation ranking 
third among the largest in the world, and you draw crude oil from 
the ground. 
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Mr. Guzzo. Yes. 

Senator O’Manonry. In the Middle East, in Venezuela, you search 
for it in Europe ineffectually, and you have searched for it elsewhere. 
You operate on a worldwide basis. 

You have these various subsidiary corporations, some of which lose 
money, some of which make money, and it is possible for such a 
corporation—you see I say “such a corporation”—to offset losses in 
one operation against great gains in another operation, so the risk 
of exploring for additional deposits of oil can be covered by profits 
made in refining or perhaps in transporting in tankers or by pipelines 
and the like. 

How is it possible, do you think, for a local filling station operator 
in Cleveland or in Chicago or in Danville, I/l.—what is your home 
county ¢ 

Senator Dirksen. Pekin. 

Senator O’Manoney. Pekin, IIl., to compete with this worldwide 
organization ? 

Mr. Guzzo. Senator, they are our customers. The dealers that we 
sell that carry the Gulf flag are our customers. We sell them the 
gasoline. They are our contact with the motoring public, and they 
are not competing with us. 

We sell them gasoline and we sell them motor oil and we have this 
house for them to do business in, and we enable them to become an 
independent businessman, and there are many, many, many of them, 
I’m very happy to say, that have been highly successful. They are 
good citizens in their community. 

Senator O’Manoney. I am not talking of your dealers. T am talk- 
ing of independent dealers who are not in your stable or in the stable 
of Esso or Caltex or any of the others. 

Mr. Wutrrrorp. Senator, they buy their gasoline from either an 
independent refinery—they have the same proposition of a markup 
as does either a company-owned station or a leased station, so they 
are not disadvantaged, nor are they squeezed by any losses that we 
might have, or any other such companies might have in not finding 
oil in Denmark. 

Senator O’Manonry. A little station on the corner, Mr. Whiteford, 
has no subsidiary corporation making huge profits. He has no pillow 
on which to rest so far as the profits are concerned. He must stand 
or fall by that one operation. 

When a big corporation moves into the territory and builds a new 
filling station with wonderful accessories and facilities, the most mod- 
ern of all gas pumps, for example, the most wonderful washbowls, and 
the like, all of this beyond the capacity of the little fellow to buy, 
doesn’t that drive a little local man out, and doesn’t it mark a trail 
for the worldwide company to grow bigger and bigger and bigger 
until the small independent is just wiped out ? 

Mr. Wuirerorp. Senator, today in the United States there are more 
successful independent oilmen than at any time in the history of the 
United States, and I am reminded of the Oil Commission hearing in 
Canada when this question was asked about the service stations that 
the local dealer, I thought, gave a very good answer when he said, 
“Well, of course, if the traveling public are content to use the three- 
holer and no modern facilities, then I would be badly squeezed by a 
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major company moving in and building this lovely washbow] and this 
modern station.” “But,” he said, “I don’t believe we can tie the mo- 
es public down to that three-holer just because some dealer may 
say that he does not want to improve,” any more than you can main- 
tain our old tin-roofed hotels in west Texas forever when somebody 
else came in and built a new hotel and put in a bath in each room. 
Senator O’Manoney. Do you believe that the Constitution of the 


United States is sound when it vests in Congress the right to regulate 
interstate commerce ? 


Mr. Wurrerorp. Yes, sir. 

Senator O’Manoney. Do you think that it was proper, then, for 
Congress to review the situation which may exist ot protect the local 
companies against invasion by these great companies of the world- 
wide subsidiaries under a mother company which can offset losses 
against profits ? 

Is there any way, or is it desirable, to put an end to local enterprise 
and just let the big fellows run the whole thing ? 

Mr. Wurrerorp. No, sir. 

Senator O’Manoney. You don’t want that, do you? 

Mr. Wuitrerorp. No, sir. 

Senator O’Manonery. Where do you think the line should be drawn ? 

Mr. Wuirerorp. May I say once again that today, with the com- 
panies as big as those you are referring to, never has there been so 
many independent, successful independent, companies in the oil busi- 
ness in the United States. Take drilling contractors 

Senator O’Manoney. What sort of companies are you referring to? 

Mr. Wutrerorp. Every kind. Start in at the very start, independ- 
ent seismograph companies, independent land brokers, independent 
leasing men, independent drilling operator, independent trucking con- 
tractors, independent wells service people, right on through. 

Mr. Guzzo. Jobbers, distributors. 

Mr. Wutrerorp. Independent tanker companies. Never has there 
been as many listed in the United States paying income tax at such 
rates which indicate they are doing extremely well, as we have right 
now, and I, having been an independent, can say sincerely that I 
don’t think there would be that many strong independents in the oil 
business today if it were not for the fact that the large companies gives 
them an opportunity to excell in the fields in which the large com- 
pany does not do well. 

Senator O’Manoney. Let me pose this question to you. Captain 
Miller, who is in charge of the shale oil reserves in the State of Colo- 
rado, has told me personally that the best geological advice you can 
get indicates that in three western States, Colorado, Wyoming, and 
Utah, there are deposits of oil shale which are capable of producing 
three times as much as the known reserves of the Arabian peninsula. 

Would these large companies operating across the world have any 
objection to development of such a reserve within the United States 
for defense purposes ? 

Mr. Wurrerorp. No, sir. 

Senator O’Manoney. You would not object ? 

Mr. Wutrerorp. You mean to have it developed by free enterprise 
by private capital ? 

aa O’Manoney. Oh, certainly, certainly. 
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Mr. Wurrerorp. I don’t see anything to hold it back. We have 
acres there and other companies have acres. We went through the 
tar sand, and I think up there the reserves must be three times as 
large as in the shale, and the only thing that holds that back after 
we got together and spent almost $5 million i is the fact that the eco- 
nomics were such that the price of gasoline and oil the public would 
have to pay would be almost two and a half times what it is today, 
and therefore that reserve is still there. It is undamaged, and it is a 
great part of the free world reserve, but it does not seem the right 
time right now. 

Senator O’Manoney. I am aware that the production of gasoline 
or of liquid fuel from oil shale cannot be done as cheaply as a de- 
velopment of gasoline and fuel oils from petroleum, but the Bureau 
of Mines was ‘conducting demonstration plants and was authorized 
by law to operate construction plants under a specific provision in 
the law, because I helped to write it, that they should never sell the 
product in competition with free enterprise. 

The demonstration plants were designed to demonstrate how eco- 
nomically feasible this development would be. It has been stopped 
even though we are in a great crisis and Middle East oil is at the 
present moment highly desirable. 

Do you think that it would be a wise thing for Congress to rehabil- 
itate, or to resuscitate I might say, rather, the operation of the shale 
oil demonstration plant, just to prove how cheaply it could be done? 

We could take the depletion allowance which is allowed on leased 
oil, and it would not begin to be spent on operating such a demonstra- 
tion. Do you think that there is any argument in favor of that as a 
matter of national defense? 

Mr. Wurrerorp. Senator, [ think that would be a wonderful argu- 
ment if it were true that that operation was shut down, but right 
now the Union Oil Co., on a commercial basis, is engaged in the 
mining and refining of shale oil on, as I say, a commercial basis. 
They believe very confidently 

Senator O’Mauoney. Mr. Whiteford, I believe you are mistaken, 
because I was in the office of Congressman Aspinall of Colorado at a 
meeting only a few weeks ago, at which a representative of the Union 
Oil Co. was asking for the 2714 percent depletion allowance to assist 
in the development of this oil. 

Mr. Wuitrerorp. I did not mean that they were not asking for that. 
All I meant was that they are spending their own money to continue 
their mining operation and building of a pilot plant to further demon- 
strate just what those costs will be. They are even contemplating the 
building of a pipeline. 

Senator O’Manoney. Here is an interesting thing that I want to 
call to your attention from the hearing before the Antitrust Subcom- 
mittee, Subcommittee No. 5, of the House of Representatives, Com- 
mittee on the Judiciary for July 26, 1956. 

On page 2590 we find the report of the National Petroleum Coun- 
cil’s committee on shale-oil policy, dated January 25, 1955. On that 
committee was a gentleman by the name of Sidney ‘Swensrud, Gulf 
Oil Corp., Pittsburgh, Pa. The recommendations of that shale-oil 
policy committee were as follows. I read the last paragraph: 





The committee therefore concurred in the recommendation of the Interior De- 
partment committee with the Secretary of the Interior to the effect that the 
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experiment would govern solely by the Bureau of Mines on the production of 
oil shale and oil from shale in Colorado, shall be discontinued for the present, 
and that the facilities now on the site be maintained in standby condition. 

That is the record. 

Mr. Wuirerorp. Senator, may I comment to this extent: That I 
understood that that experiment was to see whether refining usable 
oil from shale oil could be done both from an economic standpoint 
as well as the ay: standpoint—I understand the report and listen- 
ing to the hearing that it was completely demonstrated that it could 
be done and that it has been done. It was the feeling of the oil indus- 
try that was a normal place to end that particular experiment. 

Senator O’Manonery. That was the feeling of the oil industry ? 

Mr. Wurrerorp. That is right, allowing pampames who own 

Senator O’Manoney. Competitive industry ! 

Mr. WurreForp. Those of us who bought shale oil out there, land, 
Senator, must have thought the experiment was a success, 

As I say, one of the companies is now engaged in going ahead and 
constructing a plant to see whether or not they can approach or equal 
the figures that were indicated from the experimental plant that was 
done so well by the Bureau of Mines. 

Senator O’Manoney. It is a very small plant, but this is the onl 
remark I wanted to make. I don’t want to argue, but this you and 
know: That when World War II was being fought, the surface of the 
ocean between the east coast of the United States and Venezuela was 
frequently almost covered with oil from tankers that had been sunk. 

Mr. Wurrerorp. Right. 

Senator O’Manonery. The newspapers today tell us that Syria 
may now allow that pipeline to be rebuilt. We are getting reports 
that Egypt may now withdraw its objections to the clearing of the 
Suez Canal. 

It may be that oil from the Middle East will be flowing again in 
a much more normal manner but we have no assurance from anybody 
that the third world war has been quashed. There is no assurance to 
that effect. 

On the contrary, the papers today announced that Dr. Flemming, 
of the Office of Defense Mobilization, yesterday announced a new 
program for the continued operation in case of air attack upon the 
United States, of certain defense plants. 

This announcement indicates clearly that the National Security 
Council from which Dr. Flemming got the suggestion, is of the 
belief that an attack may be made upon continental United States by 
the Soviet dictators. 

That being the case, don’t you think it would be a rather wise and 
constructive defense policy for all of us who want to defend the 
United States to put all of our abilities to work, private and public, 
to make the best use of this shale oil we possibly can in these three 
western States? 

Mr. Wuirerorp. Yes, sir. 

Senator O’Manoney. Thank you. 

Senator Carrot. Mr. Chairman, while you are on the subject of 
crude oil, I would like to ask a question here. Is it agreed that Gulf 
purchased $120 million of convertible debentures from Union Oil 
of California? Do you know what relationship that bears to the 
control of Union Oil of California? 
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Mr. Wuirerorp. I would say the matter of debentures in the Union 
Oil Co. carries no control at all. 

Senator Carroiu. If you convert them it does. 

Mr. Wurtrerorp. You say if we convert them ? 

Senator Carroti. Yes. I am asking what the percentage rela- 
tionship is. 

Mr. Wuirerorp. If we converted them, we would have a stock 
equivalent to someplace around 21 to 23 percent. 

Senator Carroitu. Thank you. 

Mr. Chairman, there is one other observation I will make in my 
questioning because it is the first time, as I recall, that we have had 
this come up and I think we have brought out very clearly the 
influence of the distributors to the tanker to the dealer. 

My information was, and my recollection is, that the Texas Co. 
has a little firmer organization relating to the distributor-tanker- 
dealer relationship. I have a letter which I am going to put in the 
record tomorrow. It does not necessarily apply to the Texas Co. 
It is a general observation. 

I am not going to put his name in, but the information coming 
from Colorado on the part of this dealer was that under this leasehold 
agreement, prior to price increase, they increased the rental and as 
a matter of fact the increase in the tankage to him resulted in a loss 
of revenue by virtue of this operation, and he said it is widespread. 

I wonder if there is anywhere in the record or whether we could 
obtain from the Federal Trade Commission what the general practice 
is. For example, Mr. Whiteford’s testimony was, I observed, that in 
Pittsburgh, assuming 30.9 cents per gallon, Guif will receive 15.3 
cents, approximately 9 cents to go to taxes, which would leave 24.3 
and, therefore, the difference would be 6.8 that would go to the 
dealer. 

Mr. Guzzo. That is right. 

Senator Carrotu. My “information, coming from Colorado, is that 
a dealer has great difficulty operating on that margin, in view of the 
lease arrangement with the increase in rents and I am happy to 
hear that Gulf is not engaged in that practice except, I think you 
said, only about 140 stations which you completely own 

Mr. Guzzo. Those stations we operate, Senator. 

Senator Carrott. Which you operate, I see. 

Mr. Guzzo. I mentioned those on the Pennsylvania Turnpike, 
where we are obliged to operate them under our contract with the 
Pennsylvania Turnpike. 

Senator Carrotu. Then in the second category, do I understand 
now there are about 2,000 that you have on the leasing agreement ? 

Mr. Guzzo. Yes. We have more than that we own. We have 
about 7.000 that we own or lease, that we lease to the dealers. 

Senator Carrotu. You lease to the dealers? 

Mr. Guzzo. That’s right. 

Senator Carro.u. Just prior to this price increase, had you increased 
the leasing arrangement in any way to your dealers? 

Mr. Guzzo. No, sir. Price has nothing whatsoever to do with the 
rental situation. 

Senator Carrotu. It has not? 

Mr. Guzzo. No, sir. 
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Senator Carrotui. Before this price increase, generally speaking, 
I suppose you would have to confine this to areas because the pricing 
mechanism changes in various areas, I assume? 

Mr. Guzzo. Yes, sir. 

Senator Carroti. Let us take the Pittsburgh area, for example. 
What would be the price per barrel, or what was it in Pittsburgh prior 
to the price increase ? 

Mr. Guzzo. Perbarrel? You are speaking of gasoline? 

Senator Carroty. Per gallon. I am referring now to the dealer. 

Mr. Guzzo. I am sorry to tell you that the prices went up and then 
came down, so it is about where it was, but that is a local condition. 

Senator O’Manonry. Which were you sorry for, the up or the 
down ? 

Mr. Guzzo. I am sorry for the down. 

Senator Carroti. What was it when your price went up? What 
was the price to the dealer ? 

Mr. Guzzo. If I recall, it was 15.3. It went up eight-tenths of a 
cent and then competitive pressure, that Mr. Whiteford spoke of so 
eloquently this morning, brought it back down to 15.3. 

Senator Carroty. How did the dealer reflect that to the consumer ? 

Mr. Guzzo. At the time that the price went up, I observed that 
most dealers in Pittsburgh raised the price a penny. Then when the 
price came back down, most of them had to come back down. 

Senator Carroti. Would you say then that in the Pittsburgh area 
the price is substantially the same as it was before the increase ‘ 

Mr. Guzzo. Yes,sir. The recent increase. 

Senator Carrotu. This is the protest that is coming to the Con- 
gress, the increase in the price of gasoline. 

Mr. Guzzo. Senator, Mr. Whiteford brought out this morning 
that in a good many areas, the price, due to competitive pressure, had 
come down to where the increase amounts to less than a half a cent. 

For example, in Connecticut, it came back down: in Massachusetts, 
there was some reduction as compared with the original increase and, 
actually, as of this moment, considering the increased cost in our 
gasoline, as a result of the increase in raw products, we are a little 
worse off than we were before the increase, from the gasoline stand- 
point. 

Senator Carroti. What about your outlets in the Rocky Mountain 
area ? 

Mr. Guzzo. We have some outlets in Colorado and we have some 
in—Colorado is about the only State out in that area. They have 
had price wars galore out there and they have suffered some ups and 
downs but they are not in any different situation than most of the 
areas of the United States. 

Senator Carrotit. We have had some testimony here that in the 
West in some States it has gone up 2 cents a gallon; and I believe my 
memory is right, in Montana 3 cents a gallon. 

Mr. Guzzo. Senator, that was not the general increase. Where 
you see increases in that sum, it is the result of a former depressed 
price getting back to some semblance of normalcy. 

Sometimes a price in a local area is made depressed to the extent of 
4 or 5 cents a gallon, and then as the situation rights itself and people 
get a little sanity, why it begins to go back up, and when it begins 
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to go back up, you hear about the increases but you never hear, about 
the decreases. . 

Senator Carroti. The price pattern would seem to establish itself 
following the Humble gas increase approval. That is sort of a chain 
reaction because it was based, as I have indicated, on the January 7 
Texaco movement. Iam not familiar with Gulf. 

Mr. Guzzo. But they did not move 2 or 3 cents a gallon, did they, 
Senator ? 

Senator Carrouz. In some areas. I am not saying that is so of 
Texaco itself, because what they did under their pricing pattern, if my 
memory is correct, was to notify—they operate in 48 States 

Mr. Guzzo. In a case where the price moved in excess of a penny 
a gallon in any area, I would judge that the price was formerly de- 
pressed as compared to a normal and what the selling companies at- 
tempted to do is to get back on a new normal and see if it would hold. 
If it doesn’t hold, they go back down. 

Senator Carroty. I want to say at least for myself that'the purpose 
of my questioning is based upon the testimony we have heard from 
California. The testimony was it cost between $16 and $20 million 
increase following the Humble increase, and not only in California 
and Florida but throughout the Nation protests have come in, from 
New England, too, and this is the reason why, at least in my own 
observation. 

I say this in all good conscience to you. I felt in view of the profit 
picture, the financial structure of the major integrated oil companies 
with international holdings, it would seem to me, in view of the in- 
flationary situation which the Nation is faced with, that in some way 
they could absorb this cost. 

I think, as you have indicated here, this may adjust itself, and 
if it does adjust itself, it would mean a loss of profit to these companies, 
if that happens, because the heat would go off of the whole economic 
picture but we don’t get it vet, at least from our areas. 

Mr. Wutrerorp. Senator, on some of the fuel oil public service 
companies you mentioned, I would like to call to your attention many 
of those people swung over from coal to fuel oil in the past because 
they found in keeping close track of course, they could buy fuel oil for 
less than they could buy coal. 

Many of those plants that we know about have dual installations and 
switch back and forth, depending on which is the cheapest fuel. 

Senator Carrot. That isn’t true in Florida. 

Mr. Wuirerorp. I mean there is a lot of it. There is down there 
also. 

Mr. Guzzo. It is true in Tampa, for example. We sell to the Tampa 
Electric Co. and, a little over a year ago—they put in an additional 
power unit, they considered coal as they considered oil. 

They found that coal could give them a longer commitment because 
they had the coal already in the ground. The only escalation being 
labor and they went to coal so part of the operation is coal, part of it 
is oil. 

It is a competitive proposition and most of the purchases that are 
made are made on the entice, and if they cover themselves for a period 
of time, they are fortunate. 
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We sell public service up in New Jersey under a contract made on a 
coal parity basis. Then we sell other concerns on the open market. 

Some people elect to buy on the open market, and they elect to take 
a chance on the supply and demand. They want the advantage of the 
reduction and, of course, they have to take the disadvantage of the 
increases. 

Senator Carro.L, I leave to your own judgment my suggestion that 
in view of what has been happening to Middle East oil, and the tre- 
mendous profits coming from that area, the tax cuts and the depletion 
allowance—and I observe here in British American Oil—I think I 
understood you to say you own 57 or 58 percent? 

Mr. Wurrerorp. About 57 percent. You said British-American ? 

Senator Carrott. This is Canadian, which is a very important 
reserve. 

Mr. Wurrerorp. I did not quite hear that, sir. 

Senator Carrouu. I think you said it is the second most important; 
did you not? 

r. WutrerorpD. The second most important oil company in Canada, 
that is right. It is a Canadian company. 

Mr. Ruoapes. Could I mention that percentagewise the reserves of 
oil in that British-American Co. is not a tremendous factor in Gulf’s 
own position, but merely because it is the second, it is kind of a weak 
second compared with the Imperial Oil Co., which is up there in the 
matter of reserves. 

Senator Carroti. I don’t believe you were present yesterday when 
I said—and I believe I certainly not only speak for myself but others— 
it seems to me that if the Government can give sort of a tax exemption 
of 271% percent—when I was on the Ways and Means Committee, Mr. 
Chairman, the purpose of it was for national defense. They said the 
purpose of it was for exploration. 

Mr. Ruwoapves. Senator, could I remark on that in this particular 
point that you raise ? 

Yes; Kuwait does give Gulf very remarkable profits. Against those 
profits which we have been able to retain in the company we have put 
quite a number, hundreds of millions of dollars, into the exploration 
here in the United States and into the development of our reserves 
here which would not have been possible for us to do but for that 
income from out there, and we think that that effort here in the United 
States is a remarkable effort in supporting our national security. 

Senator Carroti. There is no question about that. 

Mr. Ruoapes. But I point out that if we were denied that profit 
over there, the situation here would also be denied any benefit of the 
effort that we are making. 

Senator Carrotn. The point that I want to make is that it seems to 
me that through the years—go back to 1939—some of the bigger com- 
panies through the years, by the process of plowing back in—and there 
is nothing wrong with that, except that they are using in a sense the 
consumer's money to put back in for capital investment. They build 
and they build and expand, and then they use this concept of capital 
investment when all the time they are increasing the stockholders’ 
equity in enormous fashion, enhancing the value of the property and 
then saying, “we need the price increase.” 

I say that somewhere along the line, and I just issue a general warn- 
ing, if they don’t stop, if they don’t give some consideration to the 
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consumers of this Nation, the hue and cry is going to grow so strong 
that you will be deprived of that depletion allowance because in my 
opinion it can be separated and limited to the continental United 
States, and, moreover, it may be even used against the major integrated 
companies, because the concept of depletion allowance was for 
exploration. 

he big companies explore, but they don’t take the gamble of the 
independent, the wildcatter, because you work on a bigger scale to 
be sure, but you can’t put yourself in the same category as you do 
the little group of people wildcatting down below. 

I think the point of the distinguished Senator from Wyoming 
is very important. These independent oil men can’t compete. 

Mr. Ruoapes. I beg to differ with you, they can compete. 

Senator Carroity. When you leaven your profits from the Middle 
East and get the depletion allowance, it gives you such an economic 
advantage that it is stifling, in a sense, domestic oil production. 
This is not a firm conviction and obviously I don’t know much 
about the oil business as you people, but I think I understand what 
the people are thinking. 

Mr. Ruoapes. I can understand how you would feel that way, Sen- 
ator, and I don’t at all imply that you should not have your feelings 
and opinions, but I would make the observation that the independ- 
ents that you speak of here are very vigorous competition to the big 
companies. 

Senator Carroti. Of course there are categories of independents. 
I am not thinking of Hunt of Texas or Murchison of Texas. Those 
are the multimillionaire independents. 

I am thinking of another category of independents who have testi- 
fied before this committee that they are denied transportation facili- 
ties to get their oil to the market because of the big majors controll- 
ing not common carriers in a true sense, controlling their own 
common carriers. 

These are the problems that we see stemming up from underneath, 
and I throw in a word of caution, because it would seem to me that— 
and this is the other side of the coin, Mr. Chairman—if we permit 
a 2714 percent depletion allowance to the giant oil corporations of 
the world, perhaps we ought to increase the depletion allowance to 
the independents and give them 40 or 50 percent so they can stay in 
the market. 

So it is not a question of how much you cut but how can you make 
this thing go. 

In my previous comments I have given some evidence of how I am 
thinking, and I might say, Mr. Chairman, I think we ought to have 
in the record every subsidiary of Gulf, just like we have done with 
the others. 

Senator O’Manoney. It is in the record. 

Senator Carroti. I yield to the Senator from Tennessee. 

Senator Kerauver. Mr. Chairman, in connection with the subsidi- 
aries, I have here a list that has been supplied and put in the record, 
but may I ask Mr. Whiteford what is the date of this? This repre- 
sents your subsidiaries as of what time ? 

Mr. Ruoapes. Quite recently, I think. 

Mr. Wurirerorp. December 31, Senator. 
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Senator O’Manonry. That was received in letter dated February 
26, in which the general counsel of the Gulf Oil Corp., Mr. Archie 
D. Gray, pointed out that the list does not contain the Gulf owner- 
ship of stock in British-American Oil Co., Ltd., a Canadian corpo- 
ration, which as of December 31, 1956, amounted to a fraction 
over 57 percent. 

So with the addition of British-American Oil Co., Ltd., a Cana- 
dian corporation, that represents the list of subsidiary affiliates as 
of December 1956. 

Senator Kerauver. I see that you have Warren Petroleum listed. 
That is an apparently recent acquisition. I understood there was 
some talk of that being questioned by the Federal Trade Commission ; 
is that correct ? 

Mr. Wutrerorp. There is an examination being made of it, Sena- 
tor, to make sure there is no violation of the antitrust laws in that 
acquisition. 

Senator Keravver. You also said that you had recently acquired, 
and it has been in the papers of course, 120,000 convertible deben- 
tures of Union Oil of California. 

Mr. Wutrerorp. We made an investment in the securities of the 
Union Oil Company of California in the form of $120 million of 
convertible debentures, That is correct, sir. 

Senator Kerauver. Which is convertible into stock which would 
give you a percentage of control. 

Mr. Waurrerorp. It would give us 23 percent, something like that. 

Senator Krravver. Is that not also being questioned by the Fed- 
eral Trade Commission 4 

Mr. Wutrerorp. Not as far as I know. There was a questionnaire 
I believe that was filled out some time ago. I don’t know of any- 
thing beyond that. 

Senator Kerauver. Does that operate to control Union ? 

Mr. Wutrerorp. No, sir. At the present time with a debenture I 
don’t see any control at all. 

Senator Keravver. But you can convert your debentures. They 
are convertible into stock. 

Mr. Wutrerorp. We haven't done that. You say if we did it, but 
we haven’t done that. 

All we have now, we have investments in our pension funds, in our 
trust funds, in our working funds in numerous corporations, and 
this is the same as though we had made investments in acceptance 
papers, General Motors, Chrysler, or anything else. 

Senator Kerauver. What is the interest rate on these debentures? 

Mr. Wurrerorp. Three and a quarter percent. 

Senator Kerauver. I say if you converted your debentures into 
stock, you would probably have control. I always thought the SEC, 
with a big company like Union, considered 15 or 18 percent of own- 
ership as controlling for practical purposes. 

Mr. Wuirerorp. I think the matter of control, from my expe- 
rience in the past, depends upon more than just whatever that per- 
centage might be. 

Senator Kerauver. Are the debentures convertible at will? 

Mr. Wuirerorp. Yes: upon the payment of additional sums of 
money to the Union Oil fine depending upon the year that they 


(RE 








—_ 


RRR RRS Op Doe et ae 


2 Rn eR Se 


a 


EMERGENCY OIL LIFT PROGRAM 1327 


would be converted over a 15-year period, if they are converted, they 
are at our election, Gulf’s election. 

Senator Krerauver. What is the rate of convertibility ? 

Mr. Wuirerorp. What is the rate? I can’t answer that offhand. 

Senator Kerauver. Yes, shares of stock at what price? 

Mr. Wuitrerorp. It goes up—I believe the first convertibility is $65 
a share, the second convertibility is at $70 a share, and the third I 
think is $75 or $80. 

Senator Kerauver. What is the present market price of Union? 

Mr. Wurrerorp. About $56 or $57 I believe, the last time I looked. 

Senator Kerauver. I was one of the sponsors of the amendment to 
section 7, as was Senator O’Mahoney, and it was my impression that 
debentures convertible came within the purview of section 7 of the 
Clayton Act as amended. 

I want to just detain you for a few minutes, because I did not get 
a very satisfactory answer yesterday in talking to the Standard Oil 
people about how you fix your price on Middle East oil, in your 
case Kuwait. 

In the first place, is Bahrein and Kuwait about on the same basis? 
Are their production costs about the same ¢ 

Mr. Ruoapers. I would not know. 

Senator Krrauver. They are very close together. 

Mr. Ruoapes. Yes, but Bahrein is quite a different setup. than 
Kuwait. Bahrein is a small operation as compared to Kuwait, so it 
would hardly be a good comparison. 

Senator Krrauver. Would Kuwait be more efficient, have lower 
costs, than Bahrein ? 

Mr. Ruoanes. I think so, yes. That is just my guess because of the 
sort of an oilfield that Bahrein is. 

Senator Kerauver. In the cartel memorandum, the Federal report 
of the Federal Trade Commission, which Dr. Blair joined in pre- 
paring, it states the cost. of producing a barrel of Bahrein crude, in- 
cluding a royalty of 15 cents, was estimated to be approxim: tely 25 
cents per barrel. The source of that is the Brewster committee. Of 
course, that was in 1952. It may have gone up some since then, but 
would that be a compar able cost for Kuwait production ? 

Mr. Ruoapes. That would be very good, and I think it would com- 
pare with Kuwait. Maybe it would be even lower. I think it would 
be lower. J am surprised that the figure is that good. 

Senator Krracver. What is the net realized price today from 
Kuwait ? 

Mr. Riroapes. It depends on the contract we have. 

Senator Kerauver. I mean the average price. 

Mr. Ruoapes. I could get one out of the hat. 

Senator Krrauver. Is it 75 cents, $1? 

Mr. Ruoapes. Sales price? 

Mr. Wuirerorp. He means the profit. 

Mr. Ruoapes. The profit from a barrel of crude oil or the sales 
price ¢ 

Senator Krravuver. Just the price. 

Mr. Ruoapes. It is certainly two times that at least. 

Senator Krrauver. Two times what? 

Mr. Ruoapes. Two times 75 cents. 
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Senator Krravuver. $1.50? 

Mr. Ruoapes. It is greater than that, I would think. Of course I 
don’t know what the BP sells its crude for. 

Senator Keravuver. What is your price? 

Mr. Ruoapves. The posted price of Kuwait crude is $1.72. 

Senator Keravuver. Your cost is about 25 cents a barrel ? 

Mr. Ruoapes. I don’t know what the cost is, Senator, at the moment. 

Senator Kreravuver. You said it was more efficient than Bahrein? 

Mr. Ruoapes. I would have thought it was, but when they said it 
is a cents, that is pretty cheap production anywhere, including the 
royalty. 

Senator Kerauver. How do you arrive at your cost on the ground 
there? You say about twice 75, $1.50? 

Mr. Wurrerorp. That is not cost, sir. You misunderstood. 

Mr. Ruwoapes. You said is the price 75 cents, and I said it was twice 
as much at least. The posted price of crude is $1.72. 

Senator Keravver. How is that arrived at ? 

Mr. Ruoapes. It is arrived at on a competitive basis. I don’t know 
when that price was set. Certainly 2 or 3 years ago. 

Senator Keravuver. How is it arrived at? 

Mr. Wurtrerorp. It is arrived at, Senator, by the same method we 
arrive at posting the price in any area where we are a seller or pro- 
ducer of oil. 

You take it from the location to the various refineries and the vari- 
ous markets. You take in the cost of transportation, the kind of crude 
oil it is, and what it yields against what type of market requirement. 

Kuwait crude is a very heavy oil. It is a high sulfur oil, and it 
makes mostly fuel oil, so therefore it moves as a rule into markets 
that require fuel oil as against a market which would be a high-gaso- 
line market or a high-octane market, so finally you get back to an 
f. o. b. price which represents about the same value that other crudes 
from other areas, no matter whether they are closely located or fur- 
ther away, would be on a competitive basis. 

That is the only way it can be sold. If your price if too high, 
nobody moves it. 

Senator Keravuver. Who posts the price at $1.72 at Kuwait, the 
buyer or the seller? 

Mr. Rroapes. Pardon me? 

Senator Krerauver. Who posts the price at $1.72? 

Mr. Wnirerorp. We post the price. 

Mr. Ruoapes. The seller in that case. 

Mr. Wurrerorp. We are both the buyer and the seller. 

Senator Kerauver. That would be the Kuwait Oil Co. ? 

Mr. Ruoanes. It would be the Gulf Kuwait Co. 

Senator Keravuver. That is the seller which posts the price. Gen- 
tlemen, don’t you figure your price is based on Gulf basing point, 
with some exceptions, that is, aren’t your prices 

Mr. Ruoapes. On the competitive basis it was I believe that. The 
relationship was part of the consideration. 

Senator Keravuver. Just to amplify on what you meant 

Mr. Ruoaves. Mr. Whiteford just went through the competitive 
price of crude at utilization. 
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Senator Kerauver. Crude generally costs the same. Of course, there 
are differences in quality, but whether the crude comes from Venezuela, 
Texas, Middle East, when it gets to the United States the price is the 


same at any given point; that is, crude has the same price wherever 
it may have come from. 


Mr. Ruoapes. Depending on its quality. 

Senator Kerauver. Yes; I mean making exceptions for quality. 
Mr. Wuirerorp. It would have to be fairly close, or somebod 
would buy all at one try; if you had some cheap fuel oil everybody 

would insist on buying that grade. 

Senator Kerauver. That is, crude of the same quality that comes 
from the Middle East, the same quality as crude that comes from the 
gulf, produces gasoline that sells at the same price, doesn’t it? 

Mr. Wuirerorp. I don’t believe I followed you there, Senator. 

Senator Kerauver. It goes into your refinery at the same price, 
regardless of where it comes from ? 

Mr. Wurrerorp. No; it does not go in at a very wide range. 

Senator Kerauver. I mean at a given point, say New Jersey, the 
price of the same quality of crude, if it is the same quality it sells at 
the same price, regardless of whether it comes from the Middle East 
or from the Gulf of Mexico or wherever it may be. 

Mr. Wuitrerorp. If it is the same quality crude, you say? 

Senator Kerauver. Yes. 

Mr. Wurrerorp. That’s right. 

Senator Kerauver. Then isn’t this about the way you figure price? 
Sir, you were telling me that is based largely on gulf price. Explain 
how that is so. 

Mr. Ruoapes. Senator, I don’t believe I can do it. The price of the 
crude that we sell, I don’t happen to be a marketing man; I am a pro- 
duction man. I can lead you up to the wellhead, where the oil goes 
into the marketing system. 

Senator Kerauver. Which of you gentlemen is the expert on how 
the price is arrived at? 

Mr. Wuirrrorp. I was going to help out, but if it has to be an ex- 
pert, I would have to bend. 

Senator Krravuver. Suppose your gulf price is $2 for a quality of 
crude, then you add 75 cents for transportation to New York or the 

sast coast. This i is Just hypothetical. I know these are not the right 
figures. That is $2.75. 

Then suppose it costs $1 to tr ansport oil from the Middle East, from 
Kuwait to New York to the same refinery, the same buyer. Then your 
net would be $3.75 on the shipment from the Middle East ; would that 
be correct ? 

Mr. Wurrerorp. It does not work that way at all. As a Canadian 
purchaser of crude oil, I was up there when we had no production; we 
have a refinery that was built to make certain products, a certain 
yield of products at a certain price to take care of our customers. 

Now when somebody else comes along and offers me crude oil, I ‘ke 
a look at the quality, not only the quality but the difference in the 
yield, and I say I will buy that crude oil, provided it lays into this 
refinery at approximately the same cost as the crude I am using now. 

If he can give me a 5-cents-a-barrel bargain, I am probably inter- 
ested in using the other oil. So when he gets back to what he is going 
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to post at his well or back to his area, if he only uses me as one cus- 
tomer, his price back there, his posted price, depends on those factors 
that affect my refinery only. 

But if you are selling oil all over the world, you have to have a 
composite factor that takes in an average of the costs of transportation 
to all the markets you serve, as well as not only the quality of the 
crude involved, but in addition to that, also as to what kind of products 
the different markets of the world want from a barrel of oil. 

Some markets want all fuel oil and, frankly, no gasoline and other 
markets want practically all gasoline and very little fuel oil. 

Other markets want a very high production of middle distance, so 
all those factors go into working back to where you arrive at what 
the price is at the location or at the well or at the terminal site, which 
are all built around the average cost of transportation and the average 
market conditions throughout the world, which you are trying to sell 
that oil into. 

Senator Kerauver. Anyway, the result of it is that the big markets 
of the world having the same policy of crude brings the same price 
regardless of where it comes from. That is generally true, isn’t it? 

r. Wurrerorp. You say throughout the world ? 

Senator Keravuver. No; at any given point. 

Mr. Wurrerorp. Oh, at any given point, I am sorry. 

Senator Kerauver. Mr. Chairman, I think it is interesting here to 
read from the Cartel report of the FTC, page 375, just these two brief 
observations : 


The use of the gulf-plus basing-point system, both in its original and modified 
forms, to price crude oils and refined petroleum products served two basic 
purposes of the major international oil companies : 

(1) It eliminated differences in delivered prices among the various sellers 
at any given point of destination, thereby making the selection of one seller 


over another a matter of indifference to the buyer insofar as price was 
concerned. 


(2) It made the relatively high United States gulf prices the basis for both 
crude oil and refined products prices throughout the world. 


Is that true ? 

Mr. Wuirerorp. I think, Senator, that was at a time when the 
United States was a large exporter of oil to the other markets of the 
world, that might have been true. 

I don’t think it is true today because the United States is not a large 
exporter of crude oil throughout the world. The crude oil that moves 
from the Middle East into the European market 

Senator Kerauver. That was written in 1951. Then it goes on to 
point out that there has been a slight change so as to have a double 
basing point, one the gulf coast and the other the United Kingdom, 
which, Scare: when it equalized out still went up and down accord- 
ing to the gulf coast price. 

Mr. Wuirerorp. It hasn’t now. As you see, the gulf coast price of 
crude oil has gone up. The Middle East price has not moved. 

Senator Keravuver. You expect it to go up when things get normal ? 

Mr. Wuirerorp. I don’t know. I will have to wait maybe for the 
Humble again, but we haven’t got any plans to move in the Middle 
East. 

Senator Kerauver. When you get it to New York, it is going to be 
the same price as the crude you get from the gulf coast ? 
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Mr. Wurrerorp. No, sir; we sell the $1.75 f. o. b. the dock in Kuwait. 

Senator Keravuver. I am talking about the delivered price in New 
York. 

Mr. Wurrerorp. That depends again on what kind of a delivery 
deal we have got, Senator. 

If we own our own ships, we only charge ourselves costs. If we go 
out and charter a ship at 250 percent over the maritime rate, then we 
charge that to our customer, he pays a whole lot more than that. 

Senator Keravuver. Just let me get this straight. Do you mean to 

say that you can get the same quality of gulf oil to New York, you can 
sell it, let’s take ‘for example, $3.70. You get the same quality of oil 
from Kuwait to New Y ork, and that you are going to sell that oil at 
a lesser price than you sell the same quality gulf oil in New York? 

Mr. Wutrerorp. You mean sell to ourselves, Senator, or sell to some- 
body else ¢ 

Senator Keravuver. Sell to buyers. 

Mr. Wuirerorp. We have various buyers. We negotiate on an 
across-the-table basis. 

We sell oil to people in the United States, we sell oil to people in 
Japan, we sell oil to people in Italy, we sell oil to people in Norway, 
all over the world. 

Senator Keravver. I am talking about New York. 

Mr. Wuirerorp. All right. When we sell to people in New York, 
we are selling on exactly the same basis we are any place else in the 
world. We try to make the best price we can on a delivered basis 

Senator Krrauver. Then you sell your same quality crude from 
Kuwait at New York at the same delivered price that you sell the same 
quality oil from the gulf coast, don’t you ? 

Mr. Wurrrrorp. No; because, Senator, some customer has his own 
tankers. He picks it up in Kuwait so he Rayrn us $1.72. 

Senator Krerauver. When you deliver it in New York? 

Mr. Wuirerorp. But I don’t deliver it all. We don’t deliver all of 
the oil. We deliver most of the oil to ourselves. 

Senator Kerauver. You deliver some of it. 

Mr. Ruoapes. To our own refineries. 

Mr. Wurrerorp. To our own refineries, Senator. We are not in 
the business of hauling oil for other people. We have chartered ships 
but they charter ships. 

Sometimes they charter at a high rate, and whatever they pay for 
their delivered oil, we don’t even know about. It is no business of 
ours. 

Senator Kerauver. You do deliver oil in New York, don’t you—or 
do you at any point in the United States sell crude oil from the gulf 
and also from the Middle East ? 

Mr. Wuirerorp, Certainly. 

Senator Krrauver. And for the same quality do you charge the 
same delivered price ? 

Mr. Rxoapes. When we sell the crude in Venezuela or in Kuwait, 
it is f. 0. b. It is crude that we haul to the United States that goes 
into our own refineries. 

Mr. Wuirerorp. But the Senator means, do we sell some oil in the 
United States on a delivered basis and the answer is, “Yes,” but that 
is not all sold at the same price at the same point, no. 

90507—57— pt. 2——-32 
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That is a matter of a private negotiation between the buyer and 
the seller with the hope that we will get as much for our transporta- 
tion as we can. 

In some cases we don’t get back if we charter a ship, as much as we 
pay for a barrel, of the transportation. In some cases, if we have a 
long term charter that is a low charter or a ship of our own, we get 
more back than it would actually cost us, but the prices are not the 
same. 

They depend upon, starting with the f. o. b. price, it depends upon, 
Senator, what the costs are to get that. 

Senator Krravuver. Mr. Whiteford, a few minutes ago you said that, 
generally, for the same quality of oil that the price at any given place 
for crude is substantially the same, the same quality regardless of 
where it came from. 

Mr. Wuirerorp. Senator, I thought you were talking about oil that 
I buy for my refineries. I say obviously the price is very close there 
because why should I buy higher priced oil when I have oil from 
various sources. 

Senator Keravuver. That is the point I was trying to bring out. 

Mr. Wurrerorp. If you are talking about oil I buy that is all right, 
there probably won’t be 5 or 10 cents a barrel difference, but if you 
are talking about oil that I sell to another buyer, that is not true. 

Senator Kerauver. I am just trying to find out whether, generally, 
the price of the same quality oil, is the same at any given point, 
delivery or destination. 

Mr. Wutrerorp. Only as close, Senator, as the forces of competition 
force it to be. 

If oil was very tight, there was a scarcity of oil, it would fluctuate 
widely. If there is too much oil, the prices get down to where it is 

ractically the same. It just depends upon those factors and the oil 
buitnon has seen both loose supply and tight supply. 

Right now there seems to be, leaving Suez out, there seems to be 
plenty of oil so oil sells in the United States as well as it sells from 
any other areas at different prices, regardless of starting out at the 
posted price. 

Senator Kerauver. Mr. Chairman, there is one paragraph which 
is of interest in this connection on page 275 of this report which is 
marked, which discusses how these prices are gotten at, which I would 
like to have included in the record. 

Senator O’Manoney. It may be received. 

(The information above referred to is as follows:) 

Advances in the Persian Gulf base price for crude, however, lagged behind 
the advances in United States gulf crude prices, and finally became stabilized 
at about the end of 1947 at $2.22 per barrel. This price, although lower, was 
tied to the United States gulf price by a definite pricing formula under which 
the price of crude originating in both areas was equalized at the United King- 
dom, thereby opening a wider market for Persian Gulf oil without absorbing 
freight under the basing point formula. The formula consisted of adding to 
the quoted base price for Venezuelan crude the USMC freight rate to the United 
Kingdom, and deducting therefrom the USMC freight from the Persian Gulf. 
This yielded the base price for crude at the Persian Gulf. Thereafter, this 
formula, sometimes using USMA rates and sometimes using lower freight 
charges when open market charter rates fell below USMC rates, was system- 
atically used to link the Persian Gulf base price for crude to the higher base 
price prevailing at United States gulf ports. This same formula was used in 
July 1949 when, in recognition of the fact that Persian Gulf crude was moving 
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to the United States in quantity, the point of equalization was moved to New 
York. This established a base price of $1.75 per barrel f. o. b. the Persian 
Gulf (Ras Tanura) which thereafter remained unchanged up to the time this 
report was prepared (August 1951). 

Senator O’Manoney. Are there any other questions? 

Senator Carrot. Just 1 or 2 questions on this point. In previous 
testimony, you testified that about 20 percent of the oil which you 
produce coming from Kuwait was used in refineries in this country ; 
is that right? 

Mr. Ruoanes. I think we said 10 percent, Senator. 

Senator Carrot. What is the percentage? 

Mr. Ruoapes. It is near 10 percent. It may be a litttle more than 
that. 

Mr. Wutrerorp. About 14 percent. 

Senator Carrotu. That is in your own refineries ? 

Mr. Wuitrerorp. Yes, sir. 

Senator Carrott. What percent of the oil coming from Kuwait 
do you deliver into this country for sale to other companies or other 
refineries ? 

Mr. Wurrerorp. About what percent of the rest of the oil that 
we sell from Kuwait in this country ? 

Senator Carrouu. Yes. 

Mr. Wutrerorp. What is it on a percentage of our total produc- 
tion from Kuwait; you mean / 

Senator Carrot. Yes. 

Mr. Wurtrerorp. Senator, you understand there is none coming in 
now at all. You are talking about pre-Suez now. 

Senator Carroty. That is right. 

Mr. Wuirerorp. Senator, I am not trying to confuse the issue here, 
I am trying to clear it up a little bit. Do you call that oil that some- 
body else buys f. o. b. Kuwait and picks it up and moves it on to 
this country for their own refinery—do you include that ? 

Senator Carroty. It would not be bad to explain that, too, and 
then also what percent of the oil do you sell and deliver in this 
country ¢ 

Mr. Wurrerorp. I would say 2 or 3 percent. 

Senator Carroti. Can you give us some idea of the percent of oil 
that you sell which is picked up in Kuwait, aside from your own 
refineries . 

Mr. Ruoapes. That gets to the United States? 

Senator Carroiu. Yes. 

Mr. Wutrerorp. From Kuwait? 

Senator Carroii. Yes. 

Mr. Ruoapes. That could be probably 5 percent. 

Senator Carroiu. Five percent ? 

Mr. Ruroanes. Yes. 

Senator Carro_t. Now, coming back to the question that Senator 
Kefauver asked, if I interpret the question properly, let us assume that 
down in the gulf the price of oil is $2. We know that it is $3, but let’s 
assume that it is $2. Then when that oil is delivered in New York, 
it is a posted price plus transportation ? , 

Mr. Wuitrerorp. That is right. 
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Senator Carroii. Now the oil that moves from Kuwait is also the 
re: price plus transportation. When that oil moves into New 

York, is it an identical price when it gets into New York? 

Mr. Wurrerorp. N o; because the cost of transportation varies great- 
ly, Senator. It varies according to the size of the ship, it varies 
according to the mileage the ship travels and it depends upon the cost 
of the ship, whether it is a charter ship. 

Senator Carroti. We are talking now about per barrel, whatever 
kind of ship it comes from. 

Mr. Wuirerorp. That is right. 

Senator Carrotu. In other words, the Gulf’s basing point? 

Mr. Wuirerorp. The Gulf’s basing point as far as our oil is con- 
cerned. Kuwait is f. o. b. Kuwait, $1.75 a barrel. 

Senator Carroti. But they use the Gulf basing point even in 
Kuwait? 

Mr. Wurrerorp. No, sir. 

Mr. Ruoapes. You mean Gulf Corp.’s sales price ¢ 

Mr. Wurrerorp. Yes. 

Senator Carrouu. I think that that is the question, Mr. Chairman, 
that I put before, because I think the record will show that Standard 
Oil of New Jersey had 20 percent shipping into this country, and 
Texaco had 35 percent, and the record now shows that Gulf, as to its 
own refineries, has about 14 percent. 

Mr. Ruoapes. That would be an outside figure; yes, sir. 

Senator Carrot. What other heavy producing areas does Gulf rely 
on in the United States? Are you in Texas? 

Mr. Ruoapes. In Texas, yes; Texas and Louisiana. 

Senator Carrotu. Texas and Louisiana ? 

Mr. Ruoapes. Yes. 

Senator Carrotit. Do you have any heavy leaseholdings on tide- 
lands ? 

Mr. Ruoapes. Yes. 

Senator Carrotu. Is Gulf also in the gas producing and gas dis- 
tributing business ? 

Mr. Ruoapes. Gas producing in a minor way compared with the 
gas industry, but not in distribution. 

Senator Carrotz. Do you function interstate ? 

Mr. Ruoapes. In gas? 

Senator Carrouu. In gas, yes. 

Mr. Ruwoapes. No. 

Mr. Wutrerorp. No, sir. 

Senator Carrott. And where is your intrastate activity ? 

Mr. Ruoapes. Actually we have no gas lines of our own, as such. 

Senator Carron. I notice your tremendous reserves here in gas. 

Mr. Ruoapes. That is a rather large figure, but it is not a tremen- 
dous reserve of gas. 

Senator Carro.w. It is not as large as Humble. 

Mr. Ruoapes. No, but it is not very large in comparison with the 
requirements of the consumers. 

Senator Carroiy. If the Harris-Fulbright bill passes, do you in- 
tend going into the gas producing and gas transportation business ? 

Mr. Ruoapes. We can’t avoid being gas producers, because that is 
inherently part of the oil industry. 
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Senator Carrott. Do you dispose of your gas to any independent 
company or any major company at this time ? 

Mr. Ruoapes. We sell to some lines, yes. We do not utilize a great 
deal of it ourselves. It mostly does end up in long lines. 

Senator Carrot. Are any of those companies to whom you sell 
subsidiaries of Gulf? 

Mr. Ruoapes. No. 

Senator Carro.u. In other words, you merely produce ¢ 

Mr. Ruoapes. Right. 

Senator Carrotu. One further question. Did you answer my ques- 
tion about any tidelands leaseholdings ? 

Mr. Ruoapes. I said we did have, yes. 

Senator Carroti. You do have? 

Mr. Ruoapes. Yes. 

Senator Carrot. How extensive are they ? 

Mr. Ruoapes. To the extent of about $50 million in lease purchases, 
$20 million in wildcat and development drilling, and probably 150,000 
acres. 

Senator Carrotu. Where are they located ? 

Mr. Ruoapes. Off the coast of Louisiana, essentially. There is a 
little bit off Texas but not much. 

Senator Carrotu. Have those leases been acquired since the passage 
of the tidelands oil bill? 

Mr. Ruoapes. They were acquired mostly in 1954, I believe. 

Senator O’Manoney. When the committee recesses tonight, it will 
reconvene at 10: 30 o’clock tomorrow morning in this room. The wit- 
nesses will be Mr. Reid Brazell of the Leonard Refineries, Inc., one 
of the independent refiners, and also Mr. Jack Abernathy, president 
of the American Association of Oil Well Drilling Contractors of 
Oklahoma City. We hope that the hearing will be covered tomorrow 
during the morning session. The Senate has a session tomorrow but 
we have not called any other witnesses for tomorrow, other than these 
two. 

We are very grateful, Mr. Whiteford, to you and your associates 
for your attendance here today and for the fine way in which you have 
responded to our questions. 

Mr. Wuirerorp. Thank you very much, Senator, for your courtesy. 

Senator O’Manonry. For the present you are at liberty. 

Mr. Wutrerorp. Thank you. 

(Whereupon, the committee adjourned at 5:30 p. m. to reconvene 
Friday, March 8, 1957, at 10:30 a. m.) 
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FRIDAY, MARCH 8, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MoNoPoLy 
OF THE COMMITTEE ON THE J UDICIARY, AND 
SvuBCOMMITTEE ON Pustic Lanps oF THE COMMITTEE 
on INTERIOR AND INsULAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10:35 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Mahoney (presiding), 
Wiley, and Dirksen, of the Subcommittee on Antitrust and Monopoly 
of the Committee on the Judiciary. 

Senator O’Mahoney (chairman of the Subcommittee on Public 
Lands), of the Subcommittee on Public Lands of the Committee on 
Interior and Insular Affairs. 

Also present : Senator A. S. Mike Monroney. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth Neville, assistant counsel, Antitrust; 
W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, coun- 
sel for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley; Louis Rosenman, attorney, Antitrust; Paul Banner, econo- 
mist, Antitrust. 

Also present: Robert Murphy, professional staff member, Senate 
Interstate and Foreign Commerce Committee; and Stewart French, 
chief counsel, Senate Committee on Interior and Insular Affairs. 

Senator O’Manoney. The committee will come to order. 

Mr. Abernathy, will you come forward, please ? 

Senator Monroney. I wish that you might give me the pleasure of 
introducing Mr. Abernathy. 

Senator O’Manonry. Senator Monroney, we are very happy to 
have you come and introduce this witness. 

Senator Monroney. I appreciate the courtesy of the committee in 
permitting Mr. Jack Abernathy to testify this morning. He is pres- 
ident of the American. Oil Well Drilling Contractors Association, 
the trade organization that is responsible for the drilling of more 
than 90 percent of the wells on contract with the producers. I have 
found him, as my constituent, to be one of the best informed men on 
relative costs of discovery and production of oil. The courtesy of the 
committee in permitting him to testify while he is in Washington 
is indeed appreciated, and I want to thank you very much for giving 
him this opportunity. 
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Senator O’Maunoney. I am sure the testimony will be of great 
value to the committee. 

Senator Monroney. Thank you. 

Senator O’Manonery. Mr. Abernathy, will you please identify 
yourself for the record ¢ 


STATEMENT OF JACK H. ABERNATHY, VICE PRESIDENT OF BIG 
CHIEF DRILLING CO. AND PRESIDENT OF AMERICAN ASSOCIA- 
TION OF OIL WELL DRILLING CONTRACTORS 


Mr. AnernatHy. Thank you, Senator Monroney. 

Mr. Chairman, my name is Jack H. Abernathy. I am a stock- 
holder and the vice president of a medium-sized drilling contracting 
firm in Oklahoma City. Our own company operates drilling equip- 
ment from roughly Colorado on to 45 miles offshore in the Gulf of 
Mexico. 

However, I am here, sir, in my capacity as president of the American 
Association of Oil Well Drilling Contractors, which is a trade group 
representing the people who drill 93 percent, approximately, of all 
oil wells drilled in the United States. We have 640 members firms 
and those firms employ about 56,000 people. We comprise in our 
membership drilling contracting firms from the largest in the world 
to several hundred 1- and 2-rig operators. 

Our members work for varied interests: for small independents, 
for large integrated domestic companies, Senator, and also for the 
giant companies who are importers. This puts us in rather a middle- 
ground position, I might say, one which is not too far, I would suppose, 
from the position the committee wishes to arrive at. It is from that 
middle ground, sir, that we have prepared this statement. 

It might be worthwhile for just a moment to tell you a little bit 
about the contracting business and how it fits into oil business as a 
whole. It is a service organization. You see, an oil company ac- 
quires a lease by a set of trades from the landowners, and the land- 
owner retains an interest in the production, if any is obtained, usually 
one-eighth. He retains that interest in addition to any cash bonuses 
he has been paid for the lease. Those cash bonuses usually are quite 
close to the actual value of the surface of the land, and quite often ex- 
ceed the values of the surface of the land, sometimes by very substan- 
tial amounts. 

I think it is significant that the oil business customarily invites into 
more or less partnership with it the landowner, giving him an oppor- 
tunity to participate in the oil and gas profit if any is found. That 
seems enlightened to me, and I do know that it contributes greatly 
to the general prosperity of oil-producing regions. 

Senator O’Manonry. This is in addition to the royalties? 

Mr. Asernatuy. Well, sir, the bonuses are in addition to the royalty, 
yes, Senator. 

Senator O’Manoney. That is, the profit which you say you extend 
to the owner of the land is in addition ¢ 

Mr. Apernatuy. Yes, sir; that is correct. It compares with other 
woes of businesses where lands are acquired and bought in fee from 
the original owners. In this case the original owner takes a partici- 
pation in any profits that are made later. 
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Senator Witey. Just one question there, Mr. Chairman. 

You say the ordinary arrangement is the land owner will get one- 
eighth ? 

Mr. Anernatuy. Yes, sir. 

Senator Winey. One-eighth of what? 

Mr. Asernatuy. One-eighth of the value of all the oil and gas 
produced and sold. 

Senator Wirey. One-eighth of the value or one-eighth of the opera- 
tion, or what? 

Mr. Avernatuy. One-eighth of the gross value, less only the gross 
production taxes which the State itself may levy. 

Senator Witey. Does he get any benefit of the 2714 percent deple- 
tion ? 

Mr. Asernatuy. Yes, sir. He gets to apply the depletion allow- 
ance to the portion that he receives. 

Anyhow, when the leases have been obtained and the companies 
are ready to drill a well, some 5 to 12 or more drilling contractors are 
given specifications for the job, just as a building contractor might be 
given specifications for his job, and the drilling contractors are invited 
to bid, state their charges for doing the job that is outlined, and of 
course the successful bidder, the low bidder, gets the particular con- 
tract. He must drill the hole and install the casing and permanent 
well equipment all according to the specifications. 

Now, our contractors’ quotations are usually given on a fixed basis. 
We quote them for convenience at so much per foot of finished well 
depth; for example, $5 a foot for so many feet. Now, if the equip- 
ment fails, or if anything happens during the time the well is being 
drilled, prior to the completion of the hole, the entire loss falls on 
the contractor, and he must redrill the hole as many times as are 
necessary until he can deliver his customer a finished job. 

I think you can see from that brief outline that contract drilling is 
quite a specialized business, and quite technical really. 

It is that requirement for specialized personnel and specialized 
equipment which has resulted, as Senator Monroney stated, in the 
contractor drilling 93 percent of all wells drilled in the United States. 
Actually all producing companies as a group drill very few wells for 
themselves because they use their rigs only as research tools or as 
checks against our bids occasionally. 

The industry experience has clearly shown that drilling contractors 

‘an actually drill wells cheaper than can a larger less flexible or ganiza- 
tion which is not geared to this rapidly moving tempo and intermittent 
nature of drilling operations. I will say a little bit about that later. 

Senator O'Manonry. Will you tell us about the number of rigs 
that are in the country ? 

Mr. Apprnatuy. Yes, sir. 

Senator O’Manoney. Those that are operating and those that are 
idle and so forth ? 

Mr. Anprnatuy. Yes, sir. I have got a portion on that I will come 
to in just a moment. I will do it now. 

Senator O’Manonry. I assumed that you have 

Mr. Apernatruy. Yes, sir; I have that here. 

Senator O’Manonry. I was only asking to be sure. 

Mr. AnperNnatHy. Yes, sir. 
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One more thing about the drilling-contractor business and the firms 
themselves. Typically, they are individually owned or partnerships 
or, at most, close corporations. The average firm in this country 
operates about four drilling rigs. That is sort of an individualistic 
nature. gentlemen. It seems to be a natural result of the business 
hazards and problems we have, and very close supervision that our 
rigs must be given for successful economical operations. 

A drilling rig is a specialized tool, a factory, if you will. We have 
problems common to all manufacturing industries. 

We have one unique problem. After we assemble this factory and 
supply it with utilities and personnel, and roads to it and one thing 
and another, about the time our factory gets operating efficiently and 
successfully, why we dismantle the factory and perhaps move it a 
quarter of a mile or perhaps a hundred miles, and go through the 
operation again. 

That cycle of assembly, manufacture, as it were, drilling holes, dis- 
mantling, and moying and reassembly is quite a troublesome thing 
in order to maintain efficiency. 

Now although these contracting firms are small—even the very 
largest ones are small in comparison with the industrial giants of our 
country—they do represent very large, individual investments. 

A small drilling rig costs in the range of $150,000; a medium-sized 
rig, $275,000 to $350,000; heavy rigs, $500,000 to $750,000 each; and 
specialized equipment for offshore, deep-water drilling can range from 
$1 million to $4 million ; depending on the type. 

With investments of that nature, individual investments, you can 
surmise that the contractors compete very hard for business. 

Senator O’Manoney. For those who may read the record who are 
not personally familiar with drilling operations, I wonder if you 
wouldn’t expand a little on the definition of a small rig and a medium 
rig, for example, and a heavy rig. 

r. ABERNATHY. Yes, Senator. A small rig is—a good definition 
would be one which is for drilling from, say, 2,000 to perhaps 4,000 
feet; a medium rig would range from probably 5,000 to 8,000 or 9,000 
feet; a heavy rig from say 10,000 or 12,000 to as deep as wells have been 
drilled, in the order of 20,000 feet. One might call a deep hole nowa- 
days anything below 12,000 feet. 

Senator O’Manonry. What is a deep hole? 

Mr. Azernatuy. Something below 12,000 feet—in general nomen- 
clature, when the well gets to be 12,000 feet deep, it is considered a 
deep hole in our business. 

enator O’Manoney. Isn’t it a fact that in the United States now 
drilling is far deeper than it used to be 20 years ago? 

Mr. Anernatuy. Yes, sir; that iscorrect. That is particularly true 
in the case of the real exploratory work. The real hunting that is 
done for the future’s major reserves must be deeper, more expensive 
drilling. 

Senator O’Manoney. Isn’t it the history of drilling that despite 
predictions the reserves of the United States are about to run out, the 
wildcatters and drilling contractors have constantly expanded the 
reserves by drilling to deeper depths where new and unexpected re- 
serves have been discovered ? 
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Mr. Apprn’vuy. Yes, sir; that is correct. There is quite a well- 
known ratio between drilling activity and discovery. Historically the 
more drilling, the more oil, really. We have, in recent years, been 
finding about 114 times as much oil as we produce; that has been in 
round { terms, a good measure. 

Senator O’Manonry. Will you restate that? 

Mr. Asernatuy. We have found over a period of recent years 
annually about 114 times reserves we produce. And I have a little 
paragraph on ita little later in the paper. 

Senator O’Manonry. Very well. 

Mr. Apernatuy. Well, let’s see; we have discussed the business. 
Now in 1935 and 1941 and 1956, which are 3 years of some interest I 
think, 1935 being about the termination of the worst part of depression, 
anyway ; 1941 being prewar; and 1956 being the last one. The average 
well depth, which gets to your point, Senator, is: 1935, 2,700 feet; 
1941, 3,056 feet; 1956, 4,022 feet. Obviously: there are thousands of 
quite shallow wells as compared to relatively few deep, expensive ones. 

The significant thing about the economics of this is that in 1935 the 
producer’s total well cost was about $8 a foot. That included every- 
thing. Of that $8 he paid his drilling contractor about $5. 

In 1 41, the producer’s total cost was $7.25. He paid his drilling 
contractor ‘about $ $4.25 a foot. 

In 1956, the producer’s total well cost was about $13.75 per foot 
and he paid the contractor about $4.75. 

These are direct costs. By no means do they include all the costs 
of finding oil, and the cost of a well, but these are direct costs. The 
average well cost him in 1935, $22,000; in 1941, $22,000; in 1956 it 
was $55,000, plus. 

Senator O’Manonry. How do you explain the reduction of the 
average contract cost per foot in 21 years from $5 to $4.75? 

Mr. Asernatuy. Senator, the contract business—that is the real 
reason I felt our story merited your time, sir. We have invested 
tremendous sums in our rigs; we have a complete education and train- 
ing program for our personnel. 

Our costs have increased for the items we buy in the general order 
of 200 percent. You will find data in the statement on it—something 
over 200 percent. It is more than twice as much as they were in 
1941. 

On the other hand, we have been able by training our personnel, 
and by reinvestment in our business, to double our rate of penetration 
so that our net charges to our customers have remained almost constant. 

As a matter of fact, our charges in 1956 were really only 93 percent 
of the charges for a well of the same depth in 1941. We contractors 
think that is a rather surprising record, and we feel that that is a 
minor economic miracle really. 

I was interested the other day, the day before I came to Washing- 
ton, when I received a leter from my fire insurance agent telling me 
I should add insurance to my house. I notice they use the same base 
year that we use in our figures here. As compared to 1941, they show 
a 315-percent ratio in 1956; we show a cost ratio here of about 200 
percent which we believe is conservative. 

Well, now, actually that is the result of competition, Senator. We 
contractors, for the reasons I have outlined, feel that we are engaged 


6 
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in one of the most competitive businesses in the country today. We 
have increased our speed of drilling about twice. You can get that. 
in another way by noticing that in the past 6 years the average number 
of rigs running in this country has changed very little—it has been 
practically constant on an annual basis. 

However, the footage of holes drilled has increased from 173 million 
feet to 235 million feet. The annual productivity of a drilling rig 
has climbed from 61,000 feet to nearly 84,000 feet per year. 

In my opinion, gentlemen, no industry has served its customers 
more conscientiously or more efficiently than the drilling industry and 
the oil producers have. We think that this record of actually lower 
than prewar costs is unparalleled in American industry. We genu- 
inely feel that way about it. 

However, this process of meeting increasing costs by drilling more 
speedily is about to run its course, using the equipment and knowhow 
generally available to the contractor. Those advances in technology 
and equipment that I have outlined briefly result really from industry- 
wide research. Now we get that research and reinvestment when 
we have the money to pay for research and reinvestment. When we 
don’t generate enough funds to pay for them, as a whole, our additions 
to new rigs, our replacement of equipment deteriorates. This is 
shown best by some data that are attached. 

To summarize this, our rig sales now in the past 2 or 3 years have 
lagged far behind the rates of the late forties and early fifties. Cur- 
rently they are selling around 275 to 280 rigs per year. 

To give you an idea of what that means, in December 1953 the 
National Petroleum Council on Oil and Gas Exploration issued a 
report detailing the quantities of materials necessary to sustain a 
50,000-well-per-year drilling effort. 

By the way, in 1956 the industry actually drilled 58,000 wells. It 
was estimated in that 1953 report that rigs must be replaced at. the 
rate of 453 per year. Now, even allowing for the additional produc- 
tivity per rig that I have detailed earlier, the industry appears to be 
liquidating about 175 drilling rigs a year. We are failing to replace 
our rigs by about that amount. 

Now, the only possible result of failure to replace drilling equip- 
ment is obsolescence, which can only lead to increased cost, consider- 
ably increased costs, costs much greater than the relatively modest 
increases which would suffice to enable industry to keep up to date. 

Now, I am telling you the contractors, in common with everyone 
else, have trouble with inflation. We are pressed very seriously by 
our customers to keep our prices as low as possible. They have been 
caught between relatively static prices for the product they sell, and 
constantly increasing costs for everything they buy. 

In the data I gave you earlier, I showed the cost per foot of a hole. 
The total cost has gone up from something like $7.75 to $13.75, and 
the well has gotten a good deal deeper besides. The average well cost 
has gone up from $22,000 to $55,000. 

Naturally enough, our customers have applied rather severe price 
pressure on contractors and that in turn has begun to limit the funds 
available for equipment replacement. 

I think it is a fact that we drilling contractors are probably in the 
best possible position to know how hard oil producers, our domestic 
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customers, strive for efficiency and economy. We find this true of 
each operator for whom we work, regardless of their background. I 
would say independents, majors, domestic affiliates of importers; they 
all try as hard as they can to reduce their costs. 

I noted previously for you that each well drilled requires an ex- 
penditure of about $55,000. That is by no means the entire cost of 
each well, because the producer must pay for geological research, 
leases, rentals, and royalties, and all hone: A number of author- 
ities—and I believe the committee has had testimony on this—report 
total costs in the order of $90,000 per well. 

Now, in the very nature of things, the drilling of any given well or 

wells can be postponed or eliminated. A well owner, before he gets 
ready to spend $55,000 to $90,000, considers pretty carefully the po- 
tential return from that particular well, from his crude oil or gas 
sales—if he is successful in getting production. Now, the natural 
hazards of the oil business are quite great, and I can assure you that 
the producer will keep his money in “his pocket or invest it In some- 
thing else if he is worried about his markets. 

Drilling is peculiarly, therefore, a matter of confidence, and un- 
certainty as to markets and a number of market situations reduces 
drilling markedly. 

T might make an illustration of a ball on the end of an elastic cord, 
when by relatively small movement of the wrist the ball travels quite 
a distance. That is the way the contract business is. I can illustrate 
that by the fact that about 2.336 rigs were operating in the United 
States—these are data from about a week ago—compared with 2,535 
! year ago, and 3,137 on December 19, 1955. 

‘Gentlemen, that is a reduction of 801 rigs operating in a 14-month 
period. 

Now, I might tell you that the average level of operation in 1955 and 
1956, the last 2 full years, were very similar, practically identical. 
The facts are that 1955 started with about 2,400 rigs and climbed 
steadily to the 3,100 rigs I just mentioned, whereas, 1956 started well, 
but work was poor from July on, and to date, 1957 is much poorer than 
any recent year. 

I believe the last month was as low as our current level was in 1952, 
and that was only a 1-week period. We have to go clear back to 1951 
to find a sustained period of rig activities as low as it is in the con- 
tinental United States today. 

Senator O’Manoney. What do you attribute that to? 

Mr. Anernatuy. To uncertainty, Senator, on the part of our cus- 
tomers as to their return from their wells, the allowables they will get, 
the price for the material they have to sell. 

Senator O’Manonry. Are your customers oil corporations ¢ 

Mr. AnernaTuy. Yes. 

Senator O’Manonrty. How many of them are major companies; how 
inany of them are independent companies? 

Mr. Apernatuy. Well, our association, members of our association, 
work for every one of them in the United States. I don’t know exactly 
how many would be defined as majors, and how many would be de- 
fined as independents, but we work for all the majors and all the large 
domestic companies, and every independent. 

Senator O’Manonry. Your business is competitive ? 
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Mr. Apernatuy. Yes, sir. 

Senator O’Manonry. Whatever the company may be, independent 
or major, it wants the lowest price and most efficient drilling company, 
according to its own judgment, to do the work ¢ 

Mr. Anernarny. Yes, sir; that is correct. 

Senator O’Manonry. Your testimony is that drilling contractors 
are practically 100 percent competitive in this oil industry? 

Mr. Anernatuy. Yes, sir; that is correct. 

Senator O’Manonry. From your experience, do you think that 
atmosphere of competition extends throughout the petroleum in- 
dustry ? 

Mr. Asernatuy. I believe so, sir; I heard it best expressed once 
that : Every oil company with which I have ever had contact, and that 
includes a great many of them, is like a wage representative for a group 
of workmen; they want more; they want more production and a larger 
share of the total market. T hey wish to increase their production and 
their reserves domestically, and in every other way, I believe. 

I believe they are as competitive as they can be; yes, sir. 

Senator O’Manoney. Proceed. 

Mr. Asernatuy. Now, I have testified a moment ago that drilling 
activity is reduced 801 rigs in a 14-month period. To illustrate the 
significance of that to our ‘domestic oil-reserves picture, over the years 
more than 70,000 barrels of oil have been found per hole drilled in this 
country. That figure I believe to be conservative, one that can be 
safely relied on as being on the low side. Now, there is a relatively 
constant ratio of discovery to exploration and dev elopment—it is well 
known. I might mention that is not just per producing well; that is 
per hole drilled of all types. It is a statistical number and is quite 
relatively constant—relatively minor fluctuation—from year to year. 
But it is a good number. Those are well known and are available 
from, I am sure, information that is in the committee files. 

The average rotary rig operating steadily drills about 1914 wells 
per year. So you multiply 70,000 by 194 and you find that each 
rotary rig, the average rotary rig, running steadily, develops about 
1,370,000 barrels of crude oil and adds that many barrels to the re- 
serves, to the Nation’s total picture, per rig per year that is operating. 

To give you an illustration of the s significance of that, a decrease of 
730 rigs over a period of 12 months results in a loss of 1 billion barrels 
of oil in the domestic reserves picture. Now, to tell you what that 
means, 1 billion barrels of oil is almost exactly Europe’s total require- 
ment—not just a part made up from the United States in this particu- 
lar Suez situation, but that is Europe’s total requirements for the same 
period of time. Thus, with a reduction of 801 rigs we sacrificed some- 
thing in excess of a billion barrels of oil in this 14-month period. 

Now, in other words, gentlemen, if the present trend of decreased 
rig activity—which is the lowest since August 1952—continues, I be- 
lieve genuinely that this Nation’s outlook for an ample supply of 
domestic crude sufficient for emer gency is not good. I can summarize 
this by stating only the drilling bit t finds oil. 

In conclusion, to use a phrase 

Senator O’Manonry. Would you amplify a little bit more on the 
reason, as you see it, for this decrease in drilling activity ? 

Mr. Apernatuy. Yes, sir. 
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Senator O’Manoney. What are the uncertainties 

Mr. Asernatuy. It is easier to express this in terms of the inde- 
pendents, but it applies to all equally well. The oil eres sees an 
investment of something in the order of $90,000, really $55,000 direct 
cash cost for the well, plus an additional allocation of geologic al effort 
and one thing and another that he must make in order to drill a hole 
in the gr ound to find out whether or not there is oil there. 

The geological uncertainty is quite great. I believe 1 wildcatter in 9 
finds a successful producer and 1 of “about 9 of those successful pro- 
ducers finds what might be called a commercial field. The uncer- 
tainties are quite great, anyway, and when he sees in the current 
market uncertainties, his uncertainty about price, his uncertainty 
about the relative proportion of market that the domestic production 
will have as compared to total national demand, he naturally enough, 
unless he feels very sure of himself, he defers, or even strikes from his 
books a particular location. And especially that is true of some of the 
deeper, more expensive wildcat locations. 

As a matter of fact, considering rotary drilling alone, and as shown 
in table No. 4, column 6, appended to my statement, of which you have 
a copy, one fact is a little distressing really. In 1951 the average 
rotary-drilled well in this country was 4,430 feet. In 1952 it was 
4,480 feet. Since that time wells have actually gotten shallower in 
spite of the need for deeper, more expensive wells. 

Senator O’Manonery. What is the life of a rotary drill ? 

Mr. Asernaruy. A drilling rig? Something of the order, with- 
out replacement, without continuous replac ement, order of 7 years, 

7 tos years. 


Senator O’Mauonry. What is inflation doing with the cost of 
rigs? 

Mr. Anernatuy. A deep rig—I defined earlier a deep rig is one 
that would cost $750,000. Before the war, a rig to do what was then. 
considered a deep well—a deep well was somewhat shallower at that 
time than one is now—a deep rig then cost $150,000. 

Senator O’Manoney. Is inflation one of the factors 

Mr. AperNATHY. Yes, sir. 

Senator O’Mauoney. That is causing a decrease in exploration ? 
Mr. Apernatruy. I think so, sir, yes, sir. The costs have in- 
creased and revenues to the producers have not kept pace—the net 
revenues. 

Senator O’Manonry. The second factor, or another factor, is the 
uncertainty about imports ? 

Mr. Anernatuy. Yes, sir, I believe that is correct. 

Senator O’Manoney. And the other factor ? 

Mr. Asernatruy. I believe those two account for it. 

Senator O’Manonry. What in your judgement is the outlook for 
discovery of increased reserves in continental United States? 

Mr. Asernatuy. I think it is excellent, Senator, for many years. 
For many years, assuming of course that funds are available to oil 
producers to continue activity, an aggressive program of hunting for 
domestic reserves, an active program of exploration. There are many 
thousands of square miles of sedimentary basins in this country 
which are at best only very lightly and inadequately explored for 
oil reserves where we will find very substantial reserves. 
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Senator O’Manonry. But there are some areas where the reserves 
or the land have been pretty well tested; is that not a fact? 

Mr. Asernatuy. Yes, sir, that is a fact. 

Senator O’Manoney. In California, for example, there has been 
pretty substantial thorough testing of the oil possibilities; isn’t that 
a fact? 

Mr. Asernarny. I am not an expert, sir, on California. Several 
of the interior valleys still need considerably more exploration. 

Their situation there is difficult—their refineries use a specific 
grade of crude—and it does seem that the Middle East crude affects 
that market very materially. That affects exploration. Drilling 
rigs in California, for your information, are down. In that State, in 
3 years, they have declined from about 275 rigs, if my memory serves 
me correctly, to less than 100. That is a very poor picture explora- 
tionwise. 

Senator O’Manonery. Does the driller have very much experience 
with the effect upon wells of nonproduction ? 

Mr. Asernatuy. I am not sure I understand your question. 

Senator O’Manonry. When a well is closed down, what is the ef- 
fect on the possibility of recovery ? 

Mr. Anernatuy. I see. In most cases, Senator, it works the other 
way, excessive producing rates, which is an individual thing, really, or 
an individual field thing. Excessive rates are damaging to recovery. 

Senator O’Manoney. Of course, under the theories of conservation 
which have been put into practice by which the spacing of wells—— 

Mr. Asernatuy. Yes, sir. 

Senator O’Manoney (continuing). Are regulated and excessive 
drilling is avoided 

Mr. Apernatuy. Yes, sir. 

Senator O’Manoney (continuing). Rapid production by wells lo- 
eated close together, that has been pretty well avoided; hasn’t it ? 

Mr. ApernatHy. Pretty well; yes, sir. But regardless of spacing, 
even though the wells may be very far apart, quite often production at 
excessive rates is still damaging to the reservoir and to the wells—— 

Senator O’Manoney. There is a maximum 

Mr. Apernatuy. Yes, sir. That is correct. 

Senator O’Manoney. Is that pretty well followed now? 

Mr. Asernatuy. I believe so; yes, sir. Generally, the oil-produc- 
ing States have such a tremendous stake: a very substantial pr oportion 
of their revenues comes from oil production—Texas I think in the 
order of 50 percent, Oklahoma 35 and 40 percent and so on—they 

want to produce every possible barrel they can. They are torn be- 
sath producing, getting the income today, because our demands for 
State services are great, just as our national services are, and yet they 
don’t want to damage the reserve at all, either. So they try very 
hard to find that point. a 4% 

Senator O’Manoney. Twenty, 25 years ago, the rate of production 
was much more rapid than it is now? 

Mr. ApernaruHy. Yes, sir. 

Senator O’Manoney. Was it not? 

Mr. Asernatny. Yes, sir. 

Senator O’Manoney. The methods of conservation have been very 
beneficial to the preservation of the reserves? 
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Mr. Apernatuy. Yes, sir. They have probably added 50 percent 
to our reserves, conser vation methods have, Senator. 

I think that would be a good number. I believe most petroleum 
engineers would agree with that, conservation methods have added at 
least 50 percent to our reserves, as compared to older methods of 
operation. 

Senator O’Manonery. Do you believe now that the possibilities of 
finding new reserves in the United States have decreased ? 

Mr. Anernatuy. No,sir,I donot. Again, I believe it will cost more 
money, but I believe that that can be done, given enough money to 
do it. I don’t like the word “incentive.” It is not a matter of in- 
centive. It is a matter of having enough available to do the job. It 
is my opinion, and I believe well founded, that for many years our 
discovery rates in the United States can "be sufficient to meet our 
domestic situation, to provide a cushion for emergencies such as we 
have had just recently, provided the industry can get the money to do 
the job. 

We have tremendous reserves of oil shale, tar sands in Canada and 
other areas, all of which can be used at somewhat higher cost to take 
care of our ultimate requirements. Yes, sir, I think ‘that exploration 
has a bright future in the United States. 

Senator O’Manoney. From the point of view of the development 
of our national resources capable of producing liquid fuel, what is 
your principal recommendation to this committee ? 

Mr. Anernatuy. My principal recommendation to this committee, 
sir, is that the crude price, which has been under some attack, was 
long overdue; that the industry needs it badly. It needs a climate 
of—well, actually it is a psychological thing, re i 
confidence in the ability of the domestic industry to supply deesattin 
demand. We have never failed yet and we see no sign that we will 
be unable to do so in the future. As to the monopoly aspect of your 
committee’s investigation, we feel the best way to avoid monopolies 
is keep a strong domestic industry, many hundreds and thousands of 
independents in operation, as well as the major companies. We come 
back to this statement that the price of crude oil, the recent adjust- 
ment, was well overdue, and is very modest under the circumstances. 

Senator O’Manoney. What is the best way, from your point of 
view, to keep the independent operator at work as related to 
monopoly ? 

Mr. Anernatuy. The question of imports has come up 2 or 3 times 
here in this visit. Our contractors association does not—we believe 
there is room for all of us, really. We felt that the President’s Special 
Cabinet Committee on Fuel and Energy Resources, in its report of 
February 1955, when it recommended that imports be held somewhere 
near the 1954 ratio to the domestic production, 1s a well-founded recom- 
mendation, and we have given some testimony before the hearings, 
before the Office of Defense Mobilization. We believe in that recom- 
mendation as being sound. We believe that if that ratio were adhered 
to it would be a very stimulating factor on the domestic oil business. 
We believe that an acceptance by those in authority here in Wash- 
ington that this crude price was really overdue will also go far to 
restoring confidence. I expect, if matters develop along that w ay, to 
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see a considerably increased drilling and development program in 
this country. 

Senator O’Manoney. It is your belief that the maintenance of the 
independent industry in the United States is in the national interest ? 

Mr. Anernatuy. Yes, sir; very strongly so. 

Senator O’Manoney. Mr. McHugh. 

Mr. McHueu. Mr. Abernathy, do any of the oil-producing com- 
panies require the well drillers to submit sealed bids in connection with 
any of these jobs? 

Mr. Apernatuy. Yes, sir. That is the way it is done, Mr. McHugh. 

Mr. McHueu. Always on a sealed-bid basis? 

Mr. Apernatuy. Practically always. Occasionally, when a given 
contractor has a specific rig in a specific area and he has a particular 
piece of equipment that the particular job requires, he will get the 
contract on what is known as a negotiated basis because he is the 
only one practical, really. There may be no other rig within 50 miles, 
for instance, and moving costs on a drilling rig are very substantial. 
But ordinarily the great bulk of contracts | are on a sealed-bid com- 
petitive basis and, as I say, from 5 to 12 bids are taken on each job. 
I have known of some as high as 25 or 30, but, in general, I would say 
10 would be a good average. 

Mr. McHvueu. The producing company sends out an announcement 
of the job and describes the specifications so that all the contracting 
companies are on notice as to the nature of the work to be done? 

Mr. Apernatuy. That is correct. 

Mr. McHvuen. And bids are submitted by the contractors. Do you 
think to a large extent this method of doing business has been re- 
sponsible for and contr ibuted to keeping costs down ? 

Mr. Anernatuy. Yes, sir, in that it has helped keep us competitive, 
frankly. It makes the competition, and again, as I said earlier, a 
drilling contractor is more concerned about keeping his organization 
intact almost than he is about the money loss suffered from having a 
rig idle. He also loses his organization, which is an extremely serious 
thing, because it takes skilled personnel, and your people on your 
crews, the better people, tend to work for contractors who stay busier. 
So it is a very serious matter for a drilling contractor to have his rig 
stacked for a considerable period of time. 

It takes a long time to train good, effective personnel, which is one 
of the defense aspects involved in this whole matter. History shows 
that in the event of a genuine cessation of drilling for over a period 
of a year or two, something over 5 years is usually required to regain 
the lost ground. 

So it is not something to be taken lightly. One does not develop 
a 2-million-barrel-per- -day surplus of productive capacity in this 
country overnight. It. took the entire period of time from 1946 to 
1956 to do it. And with a reduction in drilling, it takes a long time 
to make up the lost ground, which is why I feel this 801 rig operat- 
ing drop in this past 14 months is a very serious thing, both from not 
only our selfish standpoint as contractors, but from a “national reserve 
and national-defense standpoint. 

Mr. McHven. How do you anticipate, Mr. Abernathy, that the 
amount submitted by the drilling contractors on your bids will be 
affected by this price increase? 
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Mr. Apernatuy. How do I anticipate it will be affected—how will 
that price increase affect us drillers and increase our income? 

Mr. McHveu. Yes. 

Mr. Asernatuy. It will do this: In the first place, it will stimulate 
more development, and, as more rigs get busy, the percentage of 
utilization improves. Right now an average rig runs 60 to 65 percent 
of the time. Now, if you can get more productivity out of that 
equipment, your overall cost does not go up in proportion. So we 
will actually get a better yield from the equipment, even using the 
same bidding method and everything we have had. We will run 
80 percent perhaps or 85 percent of the time. Therefore, we will 
generate that much more funds with the equipment in the course of 
a year, that much more money to reinvest in the business and get 
Jater styled, newer developed equipment to do a better job. 

Senator O’Manonry. Senator Wiley? 

Senator Wirey. I think you said that the life of one of your rigs 
was about 7 years? 

Mr. Apernatuy. Seven to eight years. Actually, it is a matter 
of how much you want to spend on repairing it. 

Senator Witey. What do you figure, 15-percent depreciation each 
year? 

Mr. Apsernatuy. In the range—yes, sir; that is about right. I 
think that most of us operate on a basis of so many operating days. 
In most cases the depreciation rates for drilling equipment are based 
on the initial cost of the rig and then a salvage estimate at the end 
of some 7 years is set aside as a reserve and the balance is depreciated 
at the rate of about $2,000 to 2,500 operating days, and of course, 
a rig doesn’t run every day; there are periods of time between moves 
and one thing and another, when the rig itself is inactive. 

Senator Wirry. In Texas, and some, I believe, other States, they 
limit by law the production of the wells, do they not? 

Mr. Apernatuy. Yes, sir. 

Senator Witey. What is that limitation ? 

Mr. Anernatiy. Well, it varies from month to month, depending 
on the market demand, if I understand it correctly, and also depend- 
ing 

Senator Wiry. What is behind that philosophy ? 

Mr. Apernatuy. Under the Texas statutes, if I understand them 
correctly, it is a conservation matter. I have testified partially to 
that, that excessive production rates actually reduce, actually damage, 
oil reserves. 

Senator Wirry. They say the overall production will not be ab- 
sorbed by the market, so they limit it to a percentage, do they not? 

Mr. Apernatuy. Yes, sir; that is correct. And, incidentally, they 
also limit. it to a percentage because of this well efficiency, you might 
call it. In other words, if they produce more than that, it would be 
actually damaging to the reservoirs themselves. I think both factors 
are involved in that. 

Senator Wirry. The reason I am asking that—isn’t that the bisis 
also for a letdown, probably, on more explorations using your rigs? 
In other words, they have got plenty of oil for the market, and be- 
cause we have also had all this other argument in relation to im- 
ports—— 
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Mr. Asernatuy. Yes, sir. 


Senator Wier. It is very apparent that the market at present 
may be a going market, but the oil people figure that it will tale just 
so much and the legislature agrees with that, practically, does it not? 

Mr. Asrernatuy. Well, I am not an expert on that matter, I can tell 

ou this, that rates of drilling activity have increased. Rates of drill- 
ing activity, Senator, are far greater than they were in the old days 
when they just turned wells loose and you got what you could as 
rapidly as you could. 

Senator Wixxy. I was trying to find out what the factor of fall off 
on drilling wells was. 

Mr. Asernatuy. I think it is a matter, sir, of inadequate income 
to the people who have wells to drill in the United States. It costs 
a lot of money to drill an oil well. There is another ratio which 
is also well known. I testified earlier that there is a ratio between 
development and development effort and the reserves found. There 
is a ratio between the net oil sales, crude oil sales in the country, and 
the number of wells drilled. Ever since World War II, that num- 
ber—every time the oil business sold $120,000 worth of crude oil, it 
had drilled a well. So again, one reason we felt this 54 ratio on 
imports was about right was that the oil business had been able to 
absorb that ratio satisfactorily, in our opinion. But, apparently, 
when we exceed that, it has a depressing effect on domestic activity 
in reducing funds avilable to producers, domestic producers, for do- 
mestic work. 

Senator Wirry. You have stated in your statement that drilling 
activity is dropping as a result of the loss of confidence on the part 
of the domestic oil producer. Where do you get that conclusion, 
loss of confidence? We have had some figures here on the 271% per- 
cent depletion. 

Mr. Apernatuy. Yes, sir. 

Senator Winey. Just what do you mean by loss of confidence? 

Mr. Asernatuy. Senator, the oilman, whether he is a large con- 
cern or an individual, looks atthe size of the expenditure he must 
make to drill a well, and there is nothing that requires him to, by 
and large, drill a well. He must want to drill a well before he does. 
And when he is uncertain, when he sees continuing increasing ratios 
of imports, he sees the only price adjustment in a number of years 
is being questioned very seriously, naturally enough until he sees 
those things a little resolved until he finds which way the situation 
is going, he is going to reduce his activity. 

enator Wiiry. Don’t you really mean by that statement that 
what you call the independent chap senses that the domestic oil 
market is pretty well taken care of by the people now in the business? 
They have got the market ? 

Mr. Anernatuy. By people now in the business, by the world sup- 
ply and world demand is what you are talking about as well as—I 
wouldn’t put it quite that way, sir, but I think there is some evidence 
of that, particularly when he sees his own costs continue to increase 
almost daily. 

There have been 2 or 3 increases in casing since last August, for 
example, casing being an extreme high cost, high proportion of the 
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total cost of an oil well. And he sees that his return is not going 
up in the same ratio at all. 


Senator Wizey. Here is another statement you made: 


Our customers have been too tightly pinched because of the relatively fixed 
prices of crude oil or increased cost for the things they buy other than footage 


drilled. 
You have that in connection with contractors’ revenues having been 
reduced. Do you mean by that the big oil companies? 

Mr. Apernatuy. Yes. I think so far as domestic production is 
concerned, that it makes no difference whether they are large or 
small. They have the same problems. 

Senator Witxy. Do you think they have been really pinched? 

Mr. Asernaruy. Yes. Every one—that conclusion is a result of 
considerable experience with organizations of all sizes, independents 
and large ones. ‘They all would like—none of them are immune 


from inflation regardless of size, or increasing costs for the things 
they buy. 


Senator Wrrxy. [ think that is all. 

Senator O’Manonry. Senator Kefauver ? 

Senator Keravuver. Mr. Abernathy, as I understand it, you repre- 
sent the contractors who actually get out and drill the wells. You 
are speaking for them ? 

Mr. Asernatuy. That is correct, Senator. 

Senator Kerauver. The members of your association do work for 
the big major oil companies, or do they do their own drilling? 

Mr. Asernatuy. We drill for all of them. The major integrated 
companies, the domestic affiliates of importers, the small indepen- 
dents, yes, sir. We drill 93 percent of all wells drilled in the United 
States regardless of size or who drills them. 

Senator Krrauver. Which are some of the big companies in your 
association ¢ 

Mr. Asernatuy. Drilling contractors? 

Senator Kerauver. Yes. 

Mr. Apsernatuy. Loffland Brothers Drilling Co., Rowan 

Senator Keravuver. Is that Loffland ? 

Mr. Asernatity. Loftland—L-o-f-f-l-a-n-d. They are in Tulsa. 
Tulsa. 

Senator Krerauver. Rowan? 

Mr. Anernatoy. Rowan—R-o-w-a-n—Drilling Co., of Fort Worth. 
Delta Drilling Co.—D-e-|-t-a Drilling Co., of Tyler, Tex. 

Do you wish more, sir? 

Senator Kerauver. How about the companies that make ariiing 
and pumping oil machinery? Are they in the drilling business, too? 

Mr. Asernatiy. No, sir; none of them are. I think—not their 
own companies. I have heard, although I don’t know that, that 1 or 2 
of them may have some interest in drilling firms, but that is not a 
general practice at all. 

Senator Keravver. I notice by the exhibit that the average drilling 
time in the chart in 1941 seems to be reduced by almost half. Does 
that mean the average drilling time to rotate a well ? 
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Mr. Anrrnatuy. Yes. That is the time meant from the time at 
which the equipment is assembled until the well is completed and deliv- 
ered to our customer, that time is cut about half in that period. 

Senator Kzravver. Is that because of better machinery ? 

Mr. Asernatny. Yes, sir, that is correct, and better trained people. 

Senator Kreravuver. So that actually reduces the amount of time that 
you contractors are busy and the amount of machinery you use? _ 

Mr. Apernatuy. Well, it doesn’t reduce the—what it has done is 
enable us to do the same job for less money than we did it for in 1941. 
That is what it actually has done. 

Senator Kerauver. In just about half the time? 

Mr. Anrrnatuy. Yes, sir, even though our costs, the things we buy, 
our equipment and our labor, cost us something more than 200 percent 
of the 1941 levels. Since we drill twice as fast, our price to our 
customers is slightly under what it was in 1941. 

Senator Kreravver. I noticed in another chart, on drilling prices, 
and footage, that beginning in 1941 it went from 100, taking 100 as a 
base, up to 115, and is now back to about 93. 

Mr. Apernatuy. Yes. 

Senator Keravver. What kind of price is that speaking of? Is 
that the price that you contractors get? 

Mr. Apernatuy. Yes,sir. That is the net price. If we are to drill 
a well, our quotation will state that we will drill the proposed well to a 
depth of 5,000 feet as stated in the specifications, for so many dollars 
per foot. That is the way in which our quotations are usually made. 

Senator Keravver. I assume in here that you talk about the return 
on investment and profits that these companies have made. Is that 
dealt with in your statement ? 

Mr. Asernatuy. No, sir, it is not. 

Senator Kerauver. Can you tell us about the profit picture of 
Loffland, Rowan, Delta 

Mr. Azrrnatuy. I can tell you in general terms. Of course, I will 
admit this will have to be more nearly that of my own company which 
is a company of fair size, not as large as those I have named, but I 
call it a medium-sizecompany. This is perhaps best illustrated by the 
fact that rig replacements are actually lagging as compared to the 
rate that the National Petroleum Council’s committee estimated would 
be required in a report of 1953. 

We are liquidating, in my opinion, something in the order of 175, 
pewes 180, rigs annually. That comes about as a result of a lack of 

nds to buy the rigs. All contractors would like to buy more drilling 
rigs and acquire a larger share of the market if they could. But in 
terms of profits, the last 2 or 3 years have been rather stringent ones 
for drilling contractors, running in the range of—of course, there have 
been quite a number of variances between companies, but I would say 
that few contractors have done much better than break even in the 
past, last year particularly. 

Senator Krrauver. Do you have the specific profit figures of the 
members of your association generally ? 

Mr. Anrernatuy. No, sir; I do not. 

Senator Keravver. Could you secure that for us? 
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Mr. AserNATHY. Our association has never collected that informa- 
tion. I would have to see if it would be available. 

Senator Keravver. Do you know what Loffland, Rowan, Delta have 
made during the last few years? 

Mr. Avernatuy. No, sir; I do not. 

Senator Kerauver. It would seem that would be very pertinent in- 
formation. 

Mr. Apernatuy. As I have testified earlier, we drilling contractors, 
even those large ones, are relatively small concerns from an industrial 
standpoint. Most of them are closed corporations, or individually 
owned, or partnerships. They are private enterprise, I think, at its 
best, really, and most of them, rightly or wrongly, keep their own fig- 
ures, their own business—they keep their own figures pretty close, keep 
that rather confidential information. 

Senator Keravuver. Mr. Abernathy, you are here giving your view- 
point about what ought to be done for the relief of contractors, oil 
contractors, drilling contractors. A very important aspect of relief is 
how well you have gotten along in the past. I wonder if, over a period 
of the last 10 years, if you would prepare for us a profit chart showing 
just how the profits are run ? 

Mr. Asernatiry. I will see, Senator, if that can be made available, 
and, if it is, I will be very happy to do so. I will have to, of course, 
check with my associates in our association and find out if it would 
be possible. 

Our association is an educational and training group. I have at- 
tached to my statement copies of a couple of brochures that tell exactly 
what we do, and we have never gone into that field. Perhaps we 
should. 

Senator Kerauver. You have all other information in your bro- 
chures, except profits. 

Mr. Anernatuy. We have never collected that. 

Senator Kreravuver. I was just looking through your brochures. I 
don’t see where anything was said about that. 

Mr. Anernatuy. No. There is nothing on that. 

Senator O’Manoney. Will you file, Mr. Abernathy, a list of the 
members of the association ? 

Mr. Anernatuy. I will be glad to send that to you, sir. 

Senator O’Manonry. How does the membership list compare with 
the drilling contractors as a whole? 

Mr. Apernatuy. We have about 640 members. We own about 75 
percent or thereabouts of all the rigs in the country. Now, there are 
quite a number of nonmember contractors, but by and large—— 

Senator O’Manonry. If you will supply that list, together with the 
information Senator Kefauver asked for—— 

Mr. Apernatuy. I will be happy to. 

Senator O’Manonry. It would be helpful. 

Mr. Anernatny. I surely will. 

(The material referred to is as follows :) 
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AMERICAN ASSOCIATION OF OILWELL DRILLING CONTRACTORS, 


Oklahoma City, Okla., March 21, 1957. 

Mr. Donatp P. McHvueu, 

Cocounsel, Antitrust and Monopoly Subcommittee, Committee on the 
Judiciary, United States Senate, Washington, D. C. 


Deak Mr. McHvucH: Supplementing my testimony, and as requested by Sena- 
tors O’Mahoney and Kefauver, you will find under atached separate cover 
copy of the February 15, 1957, edition of World Oil. 

Beginning with page 121 and ending on page 127 you will find an excellent 
summary of wildcat drilling discovery ratios, etc., all as requested when I 
appeared before the committee on March 8. A table at the top of page 124 
shows the success ratio of all wildcats, which you will note was 11.3 percent 
for the entire period 1937-56. You will recall that I testified that about 1 out 
of 9 wildcat wells found production. 

Page 127 shows that about 22 percent of all wells drilled in the United 
States in 1956 were wildcats of which again some 11 percent found production. 

On page 128 data are given as to geophysical activity in the United States 
As you know, geophysics is a principal tool of geologists, and changes in geo- 
physical activities tend to indicate the trend of future wildcat drilling. Note 
that the number of geophysical parties operating declined from 722 in 1952 
to 588 in 1956. 

Pages 129 and 130 deal with the history of the United States oil reserves and 
you will recall my testimony that overall the petroleum industry has found 
about 1.5 barrels of oil for each barrel produced. You will note this article 
points out that in the 5-year period 1951-55, the industry discovered 18.8 billion 
barrels of liquid hydrocarbons in the United States. This resulted in an addi- 
tion of 5.9 billion barrels to known reserves since production during the period 
totaled 12.9 billion barrels. The ratio of discovery to production in this period 
was 1.46 to 1. 

In the 5-year period 1946-50, 16 billion barrels were found in the United 
States, 10.1 billion barrels were produced, the discovery-production ratio being 
approximately 1.6 to 1. 

Page 130 gives detailed data on hydrocarbon reserves in the United States 
beginning with the year 1900. I believe this table will be a real addition to 
your committee’s files. 

I will appreciate it if you will incorporate the data submitted herewith from 
World Oil as a part of the record and your committee’s files. 

Sincerely yours, 


Jack H. ABERNATHY. 
EXPLORATION SECTION 


UNITED STATES WILDCATTING ForEcAST—A ReEcorpD oF 12,911 Wi_pcats DUE TO BE 
DRILLED IN 1957 


United States wildeatting activity is expected to set new records in 1957, con- 
tinuing a yearly upward trend that has existed since the end of World War II. 
According to World Oil estimates, 12,911 wildcats will be drilled this year. This 
would be 2.7 percent more than the 12,574 wildcats completed during 1956. 

In an intensive effort to find new producing sources, United States wildcat 
drilling has been more than doubled in the past 10 years. Only 4,983 wildcats 
were completed in 1947. The 12,574 wildcats completed in 1956 compared with 
the completion of 11,601 wildcat tests during 1955. 

Fewer are productive—Although the number of wildcats drilled in 1956 was 
973 more than in 1955, the number of productive wildcats declined slightly. 
Productive wildeats in 1956 totaled 1,460, in contrast with 1,444 during 1955. 

Consequently, the number of dry wildcats drilled rose to a new peak of 11,150 
during 1956. This was in contrast with 10,157 during 1955, and only 8,972 
in 1955. Ten years ago the industry completed only 4,407 dry wildcats. 

Texas will lead in wildcat activity during 1957. Almost half of the Nation’s 
wildeat activity is expected to occur in Texas. A total of 5,575 wildcats is 
forecast for Texas in 1957. However, this is only 29 more than the number 
completed in 1956. 

North and north central Texas (district 7-B and 9) are seen as accounting 
for 2.350 wildcats in 1957, close to half of the State’s total. However, this is 
only 18 more than completed in this region during the previous year. 
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U. S. WILDCAT DRILLING HAS MORE THAN DOUBLED 


SINCE 1947 

YEAR PRODUCTIVE DRY HOLES TOTAL 

DRILLED 
1947 546 4,983 
1950 1,015 7,891 
1952 1,267 10,239 
1955 1,444 11,601 
1956 1,424 12,574 
1957 1,460 12,911 


Est, 





TEXAS WILL LEAD OTHER U. S. AREAS IN 
WILDCAT DRILLING DURING 1957 


ee ee 5,575 


KANSAS =~ 1,250 
ILLINOIS = T 950 
OKLAHOMA {| 800 
LOUISIANA {|__| 785 
COLORADO |__| 725 


RY SR aa 1,826 
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Forecast of wildcat tests to be drilled in 1957 























| | 

| Percent 

State or district | Forecast for | Drilled in difference, 

1957 1956 (1956 and 

1957) 
i 
Re vipata dae ace da tcekeucdee Seedek ease teeae 30 | 27 +11. 1 
ae ee eel deb dbbeeckdcnseuuakuines 8 | 7 +14.3 
Arkansas__-.-- i a inl Mila bc Si 175 | 151 +15.9 
ned orcs ns RED ME EE oc rcceet enna rn ens 290 | 293 | —1.0 
eae ER PY Peper Be decree ite eae ead 725 | 695 | +4.3 
Florida_- ‘ pang ais ish tained bGediitia iat aisle’ 15 | 14 +7.1 
eS I en 950 959 -—.9 
Indiana____- ee ee See eee es a 200 | 184 48.7 
PN oo oc Rice eel h ols. oak tcentnaas 1, 250 | 1, 213 +3.1 
Kentucky_.--_.....- he ~ << 145 140 +3. 6 
LOG.4... -. Se22235 : ct 785 678 +15.8 
I ca aie) aah Be 240 | 230 +4.3 
I ene cickind ontaw erent 545 | 448 | +21.7 
Gulf of Mexico !__.___- : 110 70 +-57.1 
Michigan a ae 185 | 159 | +16.3 
cc ee 265 205 +29. 2 
SE cco cccwaneancapwetite | 15 | 16 —6.3 
PE oo kek ae : 185 207 | —10.6 
I as: pe earnnrocnnnee— nr 375 427 | —12.2 
New Mexico a6 7 ae . Z 310 284 | +9. 2 
New York-__- Le che ati 2 : em, hid 

CS ee ee ee ee Se 100 84 | +19.0 
Ohio____. Z anal eS sad : ss | 10 3 | +233. 3 
elle TO i it, Sl RIE wasteinaes sani 800 814 —.1 
IGRI AR DE Es EE a a ae ae ‘ 5 9 +66. 6 
I ok a ee ae 28 20 +40. 0 
Texas... ._- ‘ a ae i ee eee tela 5, 575 5, 546 +.5 
District 1: South central | 525 575 —8.7 
District 2: Middle gulf__- : : 285 277 +2.9 
District 3: Upper gulf___. . 2 485 489 | —.§8 
District 4: Lower gulf-southwest__-_- eae ; 495 506 —2.2 
Districts 5 and 6: East : | 410 382 +7.3 
Districts 7-B and 9: North______-- a 2, 350 2, 322 +1.2 
Districts 7-C and 8: West______- g : 8460 855 +.6 
District 10: Panhandle_---- che. as as ‘ 165 140 +17.9 
Utah. .__- ——— se ee ee ee 130 92 +41.3 
West Virginia......_..___- ek ie. 3... "$3 | 35 31 +12.9 
Wromme =... : od oad 255 272 —6.3 
Other States 2 ; ‘ 50 14 +13. 6 
Total, United States ee NT 12, 911 12, 574 2.7 


1 Gulf of Mexico wells are included in south Louisiana figures 


2 Other States include Georgia, Idaho, Nevada, Maryland, North Carolina, Oregon, Tennessee, Vir- 
ginia, and Washington. 


Louisiana wildeatting is expected to show a large gain. It is forecast that 785 
wildcats will be completed in the State in 1957, which would be 15.8 percent more 
than the 678 completed last year. Most of this increase is expected in south 
Louisiana, where 545 wildcats are predicted in contrast with 448 last year. In- 
cluded in the later figures are 110 wildcats in the Gulf of Mexico during 1957, 
compared with 70 in 1956. 

Utah is another area where wildcatting is expected to show a substantial 
increase. It is forecast that 130 wildcat tests will be drilled in Utah during 1957, 
an increase of 41.3 percent over the 92 drilled in 1956. 

Colorado, Wyoming, North Dakota, South Dakota, and Arizona are other Rocky 
Mountain States expected to receive increased wildcat drilling this year. Mon- 
tana and Nebraska, on the other hand, are seen as experiencing less wildcatting 
than in 1956. 

Kansas is second in wildcatting activity to Texas. Last year the State had 
1,213 wildcats completed and is expected to boost this to 1,250 in 1957. 
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Ratio of wildcatting to all drilling and proportion of wildcats discovering new 
fields, by years, 1937-56 





1360 EMERGENCY OIL LIFT PROGRAM 



































| 
| Productive wildcats 
Total Total wildcats | | | ' 
new Total Oil Gas and 
Year wells | Dry | distillate 
drilled ______| wwildcats | | : 1 i 
for oil | | | | 
or gas! | Num- | Percent Num- Percent | Num- /} Percent |Num-! Percent 
ber | ofall | ber of all ber of all ber of all 
| | wells | wildcats wildeats | wildeats | 
} j | | 

a 32,474 | 2,182] 67] 1,943 239 | 11.0 203 9.3| 36 1.6 
PD Fcccnet 27,764 | 2,443) 8.8 | 2179 264 | 10.8 229 9.4] 35 1.4 
ict -| 26,654 | 2,746) 10.3 | 2, 488 258 | 9.4 224 8.2 34 1.2 ' 
0. ....... 29,161 | 2,982 | 10.2 2, 672 310 | 10.4] 262 8.8} 48 | 1.6 i 

= 30, 149 3, 409 11.3 3, 047 362 | 10. 6 | 301 8.8 61 | 1.8 

cas 19,729} 3,001} 152| 2652] 349 11.6 | 288 9.6] 61 | 2.0 
NG acniauie 18,641 | 3,298 | 17.7} 2, 951 347 10. 5 | 276 8.4 71 2.1 ' 
ON chines 23,733 | 3,885] 16.4 3, 425 460 | 11.8 326 8.4 | 134 | 3.4 
eaten 24,482 | 3,946 16.1 3, 486 460 11.7 | 317 8.1 143 | 3.6 ' 
1946__-_- |} 28,145 4, 242 15.1 3, 830 | 412 | 9.7 308 7.3 | 104 2.5 ' 
1947........| 31,084 4,983 | 16.0} 4, 407 | 576 | 11.6 | 436 8.8 140 | 2.8 j 
rnc | 37,448 | 6,410 17.1) 5,618 792 | 12.4| 610 9.5] 182 2.9 t 
_ 7,812 | 6,781] 17.9| 5,914 867 | 12.8] 668 9.9 | 199 2.9 

1950.......-| 42,173 | 7,891 18.7 | 6, 876 1,015 | 12.9 | 811 10.3 204 2.6 

SE oniciarnt -| 45,996 9, 778 21.3 8, 552 1, 226 | 12.5 | 992 | 10.1 234 2.5 

= |} 45,275 | 10,239 22.6] 8,972 | 1,267 | 12. 4 | 982 9.6 285 | 2.8 

Se hiosisenersest 48,242 | 10,743 | = 22.3 | 9, 325 | 1, 418 | 13. 2 1, 062 9.9 356 3.3 

51,419 | 10,821 | 21.0| 9,387/ 1.434] 13.3| 1,056 9.8 | 378 | 3.5 

RR raeenas 55, 207 | 11, 601 | 21.0 10, 157 1, 444 12. 4 1, 085 9.3 359 3.1 
EO cmcnaiins 57, 170 12,574 | 22.0; 11,150] 1,424 11.3 | 1,055 8.4 | 369 2.9 i 
| ' ! ' 








1 Not including service wells. 
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SUCCESSFUL WILDCATS—FEWER PRODUCTIVE DESPITE COMPLETION RATE 


Although a record number of wildcats was drilled in 1956, total new field 
diseoveries declined slightly. Of the 12,574 wildcats completed last year, 1,424 
found oil, gas, or distillate production. During 1955, 973 fewer wildcats resulted 
in 20 more discoveries. Thus, the portion of wildcats which found production de- 
clined from 12.4 percent in 1955 to 11.3 percent in 1956. 

There have been other years in which a smaller percentage of wildcats found 
production. Since 1987 there have been 7 years with a smaller percent of the 
wildecats productive and 12 years with a higher percentage productive. The 
portion of wildcats that have found production has ranged since 1937 from a 
low of 9.4 percent to a high of 13.3 percent. However, the 11.3 percent of the 
wildecats which found production in 1956 was the smallest percentage since 1946. 

The smaller portion of wildcats to find production during 1956 was due to 
finding fewer oil wells. The number of new gas and distillate fields found, rose 
to 369 as compared with 359 during 1955. However, the number of new oil 
producing fields dropped from 1,085 in 1955 to 1,055 in 1956. 

West Texas leads.—Of the seven more active wildcatting areas, west Texas 
had the most outstanding percentage of successes during 1956, although it was 
closely followed by Oklahoma and south Louisiana. Over 18 percent of the 
wildeats drilled in each of these:3 areas found production, compared with the 
national average of but 11.3 percent. 

New Mexico followed with 16.5 percent of its 1956 wildcats producing. Then 
came Kansas with 15.7. 

New Mexico and south Louisiana led the Nation for the highest portion of 
wildcatting success during the 19-year period between 1937 and 1955. During 
this period, 21.5 percent of New Mexico’s wildcats have produced, while 20.6 
percent of the wildcats in south Louisiana have found production. This com- 
pares with a national average of 12.1 percent for the 1937-55 period. 
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LARGE NUMBER OF NEW OIL AND GAS FIELDS 
CONTINUE TO BE FOUND IN JU. S. 


Olt DISTILLATE TOTAL 

1946 412 
1948 792 
1950 1.015 
1952 1,267 
1954 - 1,434 
1955 1,444 
1956 1,424 





KINDS OF FIELDS FouNnp—RatTE HieH, Torat Is Down For First TIME SINCE 
Worip War II 


A high rate of discovering new fields continued in the United States last year. 
In fact, the total of 1,424 new fields was more than 3 times the number found 
in 1946. 

Despite increased wildcatting, 1956 marked the first year since the end of 
World War II that the industry has failed to bring in a record number of new 
fields. There were 20 less discoveries last year than in 1955, and 10 less than 
in 1954. ’ 

There were 1,055 oil fields discovered in 1956, 30 less than in 1955. This was 
the fourth consecutive year in which more than 1,000 new oilfields were dis- 
covered in the United States. 

Offsetting the decrease in oilfield discoveries, 369 new gas and distillate fields 
were brought in, 10 more than were found in 1955. This compares with an 
18-field decrease in 1955. 

Continuing its perennial trend, Texas again led the Nation in new oil, gas, 
and distillate field discoveries with 685. This compares with 681 in 1955. Of 
the 1956 total, 532 were new oilfields, more than half of all the oil discoveries 
in 1956—and 153 were new gas and distillate fields. 

Kansas was second in new oilfield discoveries with 150, 2 more than were 
found in 1955. Oklahoma was third with 103 new fields (101 in 1955); fol- 
lowed by 50 in Louisiana, 10 more than were found in 1955; New Mexico, 44, 
and Nebraska, 41. 

The runner-up State in gas and distillate discoveries was Louisiana with 51, 
compared with 32 the previous year. Oklahoma was third with 49, 14 more 
than were found in 1955; followed by Kansas, 41; West Virginia, 16, and Col- 
orado, 15. 
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OVER 20% OF ALL U. S. WELLS DRILLED 
ANNUALLY NOW ARE WILDCAT TESTS 


WILDCATS 


DEVELOPMENT WELLS 
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WILpcaT RATIO TO ALL WELLS—22 PERCENT oF ALL UNITED STATES WELLS DRILLED 
IN 1956 


Wildcats continue to constitute more than one-fifth of all wells completed 
annually in the United States. Wildcats made up a slightly larger portion of 
United States drilling in 1956 than in the preceding 2 years but did not quite 
attain the levels reached in 1952 and 1953. 

Wildcats represented 22 percent of all wells drilled in search of production 
during 1956. This compared with 21 percent during both 1955 and 1954. How- 
ever, a higher percentage of the wells drilled were wildcats in 1952 and 1953, 
when 22.6 and 22.3 percent, respectively, were wildcats. 

The portion of United States wells drilled on wildcat sites during recent years 
has been far above earlier years. Prior to 1939 less than 10 percent of the 
United States completions were wildcats. The ratio rose to 10 percent in 1939 
and 1940, then climbed to over 17 percent in 1943. After remaining a little 
below the 1943 level for several years, the ratio of wildcats to all wells drilled 
in search of production increased to 18.7 percent in 1950. Since that time each 
year has seen 21 or 22 percent of the drilling devoted to wildcatting. 

Wildcats constitute a varying percent of total drilling in different States. 
Kansas and Illinois topped the more active drilling States with 26 percent of 
their drilling being wildcat tests. 

A high portion of the 22,182 wells completed in Texas during 1956 were 
wildeats. The 5,546 wildcats drilled in the State represented 25 percent of all 
wells. The ratio of wildcatting to total drilling varied greatly in different Texas 
districts. The highest ratio was the 60.6 percent in east central Texas. In the 
north central district 38.6 percent of the drilling was wildcats, in the lower gulf 
coast 34.9 percent, and 34 percent in the middle gulf coast. On the other hand, 
only 12.1 percent of west Texas drilling was wildcats, and but 10 percent in the 
Panhandle district. 

In contrast with the national percent of 22 percent of all new wells drilled 
being wildcats, only 17.8 percent of the completions in Louisiana were wildcats. 
Wildcats made up only 13.3 percent of California’s drilling, 14.4 percent of the 
completions in New Mexico, 11 percent of Oklahoma’s drilling. 

A number of fairly active States had much higher wildcatting percentages. In 
Colorado, 54.9 percent of the wells completed in 1956 were wildcats, 41.3 percent 
of Montana’s drilling, 48.1 percent of Nebraska’s completions, and 63 percent of 
Utah’s drilling. 
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VARYING PERCENTS OF WELLS DRILLED WERE 
WILDCATS IN DIFFERENT AREAS DURING 1956 
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U. S. GEOPHYSICAL ACTIVITY REMAINS HIGH. 
(Crews Operating End of November Each Year) 


a] 

1950 457 

1952 722 
Sent crc pee 
1956 588 


GEOPHYSICAL CREWS—588 IN THE FIELD aT END oF NOVEMBER 1956 


The number of active geophysical crews remained high in 1956 with 588 in 
the field at the end of November. 

Even so, last year’s total reflected a 4-year downward trend, interrupted only 
by a slight increase in 1955. In November 1952, there were 722 geophysical 
crews in the field—705 in 1953—659 in 1954. Then the 3-crew increase to 662 in 
1955. Last year activity dropped 74 crews (11 percent) under 1955—for the 
sharpest decline in activity since the end of World War II. 

There was a 1-crew increase (to 22) in core-drilling activity at the end of 
November, compared with the same period in 1955. This is in contrast to the 
4-crew decrease reported in 1955 from November of the previous year when 25 
drilling crews were active. 
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Top States show decreases.—Of the 9 top exploration States (accounting for 89 
percent of all United States geophysical activity), only 3 reported increases in 
working crews last year. Utah, with considerable activity in the Four Corners 
area, had a significant jump in activity with 39 crews in the field last November— 
26 more than were working in November of 1955. 

Other States showing increases were New Mexico with 48 crews in action 
at the end of November, 10 more than were reported in November 1955; and 
California with 29 crews, 8 more than the previous year. 

Big drop in Louisiana.—Scene of the biggest increase in activity in recent years, 
Louisiana switched trends and dropped off more sharply than any other State in 
1956—from a peak of 167 crews at the end of November 1955, to 110 crews in 
November of last year. In fact, November 1956 marked the lowest period for 
geophysical activity in Louisiana since 1952. 

Texas, the Nation’s top exploration State, reported the second largest decrease 
in activity. Thirty-two less crews (17 percent) were active last November (with 
a total of 193) than were shown during the same period in 1955. Montana re- 
ported 39 active crews, 1 less than in November 1955; Mississippi had 30 crews, 2 
less; Wyoming, 29 crews, 17 less; and Oklahoma with 28 active crews had 5 less 
than in 1955. 

Dip in seismic activity.—Accounting for the bulk of geophysical surveys, seismic 
activity showed an 11.1 percent dip from the previous year. In November 1956, 
there were 511 crews in the field—64 fewer than in 1955. There were 567 crews 
operating in November of 1954. 


Geophysical and core-drilling crews operating at end of November 1955 and 1956 


{Source: Interstate oil compact commission] 
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History oF Or. RESERVES—RISE TO NEW PEAKS AS VOLUME FOUND 
CONTINUES To EXcEED RISING PRODUCTION 


The United States is still finding more crude oil and natural-gas liquids than 
it produces, although its producing rate has increased sharply in recent years. 
Consequently, the Nation’s proved unproduced reserves of hydrocarbon liquids 
continue to rise to new alltime peaks. 

At the beginning of 1956 United States proved unproduced crude oil and 
natural-gas liquid reserves totaled nearly 35.5 billion barrels. This is the latest 
reserve figure available. Reserve estimates for the end of 1956 will not become 
available from the American Petroleum Institute reserve committee for another 
month. 

It seems likely that new reserves developed in 1956 will again exceed produc- 
tion, further increasing the Nation’s proved reserves of petroleum. Drilling 
during the year was at an alltime peak, and a record number of new producing 
wells were completed. Consequnetly, the number of producing wells operated 
rose to a new high level. Wildcatting also was at a high level, and a large 
number of new producing fields were found in 1956. 

High discovery rate.—Because of the many uncertain elements involved in the 
discovery of new oilfields and pools, it is natural that there should be great 
variation in the quantity of new supply found from year to year. During the 
past 10 years, the volume of liquid hydrocarbons found annually has varied from 
a low of 2.7 billion barrels in 1947 to a high of 5.1 billion barrels in 1951. 

However, United States discovery rates have been pushed to their highest 
overall rates in history during recent years. The latest 5-year period, 1951-55, 
has seen the discovery of 18.8 billion barrels of liquid hydrocarbons, the largest 
volume found in any similar length of time in history. This resulted in the 
addition of 5.9 billion barrels to known reserves, since production during the 
period totaled 12.9 billion barrels. 

Significantly, the preceding 5-year period, 1946-50, was the second largest dis- 
covery period in history. A total of 16 billion barrels of new reserves were 
proved to exist in this period. Although the volume found was 38.5 billion barrels 
smaller than in the 1951-55 period, the same addition was made to reserves in 
the 1946-50 period because production was only 10.1 billion barrels, or 2.8 billion 
fewer barrels than in 1951-55. 

Reserves at peak.—The 35.5 billion barrels of hydrocarbon liquids that existed 
at the beginning of 1956 was the largest reserve in the history of the United 
States. It compared with 32.2 billion barrels at the beginning of 1952 and 
24.0 billion barrels at the start of 1947. 





U. S. PETROLEUM RESERVES CONTINUE TO GROW 


(Billions of Barrels at Beginning of Year) 
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RATIO OF U. S. PETROLEUM RESERVES 
TO PRODUCTION !S INCREASING 


(Total Hydrocarbon Reserves at End of 
Year Divided by Year's Production) 
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The ratio of United States petroleum reserves to production has actually 
increased in recent years. At the end of 1955 there were 14.3 barrels of reserves 
for every barrel produced during that year. 

Crude reserve lead.—Crude reserves make up the bulk of the United States 
liquid hydrocarbon reserves. At the beginning of 1956 there were slightly over 
30 billion barrels of crude-oil reserves and just less than 5.5 billion barrels of 
natural-gas liquids. 

A history of United States crude reserves since 1900 is presented on the fol- 
lowing page. The location of United States reserves is discussed in the article 
that follows. 
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Senator Krrauver. One of the reasons I brought up the profit 
matter is that the manufacturers of this heavy equipment have had 
an unusually prosperous time in the last few years. 

Mr. Asernatiy. Well, I am not familiar with that, sir. We know 
that the equipment costs a lot more money than it did and we con- 
tractors—we have a difficult time, as one can imagine. A drilling rig 
has a relatively short life, as I have testified earlier here, for a major 
equipment item involving up in the hundreds of thousands of dollars. 
We have a tough problem replacing that equipment with a continu- 
ously increasing cost level. About the time a drilling rig should be 
replaced, we find that the equipment to replace it costs about one and 
a half times, or thereabouts, what the initial equipment did, and it is 
hard to generate funds of that nature. That, in my opinion, is why 
rig sales have lagged in the past 3 or 4 years. I have some testimony 
and some figures in the report dealing with that. 

Senator Kreravuver. Mr. Abernathy, do you have any charts on 
the percentage of successful drillings now as compared with 20 years, 
10 years ago? That is, do you strike oil more frequently now than 
you used to? 

Mr. Aspernatuy. I would say percentagewise, we probably have 
found a smaller percentage of major fields. We are finding more 
smaller fields in this country now, sir. I don’t have those data with 
me. I can procure them and send them to you. I would be glad to. 

Senator Kerauver. I wish you would. If you will do so, I will 
appreciate it. 

Mr. Asernatuy. That information is well available. 

Senator Kerauver. I understood with modern technology and new 
devices, some of the names of which I can’t even pronounce, that 
geologists have been able to tell with a great deal more certainty just 
where they would find oil now 

Mr. Asernatuy. Actually, historically 

Senator Keravuver. Than they could years ago. 

Mr. Anernatuy. Perhaps the best answer I can give you numeri- 
cally now is to refer again to a figure I quoted here, that history 
shows that each well drilled, whether it is producer, dry, or whatever 
type, statistically finds about 70,000 barrels of oil, or perhaps a little 
more than that, and that is rather a constant figure with annual 
fluctuations, of course. 

There has been a downward trend in the last 3 or 4 years. Now, 
how long that will continue, I don’t know. I do know that our major 
exploration efforts in this country, domestically, by and large, will 
cost more money, be deeper, more expensive and more hazardous 
than it has been in the past. I also know, however, that those great 
basins that the exploration should be done in and can be done in are 
available with many thousands of square miles of possibly poten- 
tially productive territory to be explored, but it will take more money 
to doit. 

Senator Krravuver. How large is your company, Mr. Abernathy ? 

Mr. AperNAtHy. We operate 11 drilling rigs. By and large, they 
are fairly large ones. 
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Senator Kerauver. What is your invested capital? What is your 
net worth ¢ 

Mr. ABERNATHY. Our invested capital over a period of years, re- 
placements and one thing and another, is of the order of $5 million. 

Senator Keravver. Is it a family-owned corporation ? 

Mr. AperNATHy. No, sir; it is not. It is a closed corporation. 
There are 3 owners, myself and 2 others. None of us are any relation 
to each other. 

Senator Kerauver. What is your net worth? 

Mr. ABERNATHY. $2,700,000. 

Senator Kerauver. What did you make in 1956? 

Mr. AserNaAtHy. Our earnings in 1956, according to our annual 
auditor’s statement, were $151,000. We did about $4,800,000 worth 
of gross business. 

Senator Keravuver. Is that after taxes, the $151,000? 

Mr. ABERNATHY. Yes, sir. 

Senator Kerauver. All right, sir. 

Senator O’Manoney. Thank you very much, Mr. Abernathy. We 
appreciate your testimony. 

Thank you, Senator Monroney, for having come here. 

Senator Monroney. May I thank the committee for permitting me 
to introduce this witness out of turn ? 

Mr. ABERNATHY. Senator, may I express my appreciation to all of 
you for listening ? 

Senator O’Manoney. You will prepare that additional material? 

Mr. ABERNATHY. Yes, sir; it will be up here in the next few days. 

Senator O’Manoney. Thank you very much. 

Off the record. 

(Discussion off the record.) 

(The tables No. I through V, referred to by Mr. Abernathy, are as 
follows:) 


TABLE I.—United States drilling trends 




















| || | l 
Total Total Average | Work | Total Total Average Work 
Year jnew wells| footage depth by con- | Year |new wells| footage | depth | by con- 
com- drilled per well | tractors |! com- drilled | per well | tractors 
pleted percent || pleted | | | percent 
| 1] | | 
ag | (3) oo | @ eis I (3) oe (5) 
ie Canad ri oes | chy 
1935 | 24,851 67, 844, 939 2, 760 68 1946 30, 230 | 101, 124,813 3. 345 81 
1936 | 28,962 | 80, 996, 816 2,797 | 69 | 1947 33,147 | 112,816,124 | 3,404 81 
1937 | 35,213 | 105, 099, 189 2, 985 | 71 |; +1948 39,477 | 136, 709, 153 3, 463 2 
1938 | 29,127 | 90,585, 158 3.110 | 71 || +1949 38.962 | 138,616,941 | 3,558 | 85 
1939 | 28,012 | 85, 523, 094 3, 053 | 70 || 1950 | 43,204 | 159,393,997 | 3,689 | 88 
1940 31, 149 96, 182, 605 | 3, 088 71 |} 1951 | 44,196 | 173,315, 000 3, 869 90 
1941 32,510 | 99,347,714} 3,056 | 72 || 1952 | 45,879 | 186.389,000/ 4,060 | 9] 
1942 21, 990 67, 903, 053 | 3, O88 70 |; 1953 | 49,279 | 197,920, 000 | 4,016 | 9} 
1943 | 20,349 | 61,991, 857 3, 046 | 75 || 1954 | 53,650 | 215, 940, 250 4, 025 | 92 
1944 25,786 | 84, 378, 457 3. 272 | 738 {| 1955 56, 850 | 229, 901, 400 | 4, 044 | 92 
1945 | 26, 649 92, 982, 113 3, 489 80 H 1956 ! 58, 271 | 234, 350, 550 4, 022 93 
| | 





1 Estimated. 
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TaBLe II.—United States drilling cost trends 
































| 
Average | Average | Average | Percent ] Average | Average | Percent 
Year depth |totalcost| contract | of total |} Year depth total cost | contract of total 
per well | per foot | cost per cost | per well | per foot | cost per cost 
foot | foot 
(1) i (2) | @: bt 4 (5) i} (1) (2) (3) | (4) (5) 
poe nenl perpen enh ercermfmmeer tart 
1935... 2, 760 | $8. 00 $5. 00 62.5 1} 1946 3, 345 | $9. 50 $5. 00 52. 7 
1936 | 2, 797 | 7.75 | 4.75 | 61.2 || 1947___- 3, 404 | 10. 25 | 5.00 48. 6 
1937__- 2,985 | 7.50 4. 50 | 60.0 || 1948___- 3,463 | 10.75] 4.75] 44.0 
1938_ . | 3, 110 7. 5O | 4.25 56.8 || 1949___- 3, 558 10. 75 | 4.75 | 44.0 
1939 | 3, 053 7. 50 | 4.25 | 56.8 || 1950 3, 689 | 11. 00 5. 00 45.5 
1940_ 3, 088 | 7. 50 | 4.00 | 53.3 1951... 3, 869 | 11. 50 | 5. 50 7.8 
1941 3.056| 7.25] 4.25| 58.5 || 1952 4,060} 12.00 5. 85 | 48.7 
1942. 3,088} 7.50] 4.00 | 53.3 || 1953__- 4,016} 12.50 | 5. 60 | 44.9 
1943..-_| 3, 046 8. 00 4.50 | 56.3 || 1954. | 4, 025 12. 75 5. 10 | 40.0 
1944. __ 3, 272 | 8. 25 4.75 | 57.5 || 1955 1____ 4, 044 13. 25 4.90 | 36.8 
1945 3, 489 | 9.00 | 5. 00 55.5 || 19562....| 4,022| 13.75 4.75 34.5 
| 1} | 


1 Corrected. 
2 Estimated. 


TABLE III.—Comparison of drilling data 


[Percent] 
Pe ee eee l Pe, eee ORE ane 
| 1941 | 1945 | 1947 | 1948 | 1949 1950 | 1951 | 1952 | 1068 | 1964] 1955 1956 
' ' i 















































—|——_|—— “ sc |——|- \- ote 
Labor costs pa lo | 100 | 140 | 150 | 170 | 180 | 190 | 196 | 197 | 198 | 200 | 202 | 204 
Equipment costs . ‘ } 100 | 110 | 132 | 145 | 160 | 175 | 180 | 183 | 188 | 190 | 195 | 200 
Miscellaneous costs_.-.--...-...-.--- 100 | 120 160 | 165 | 170 | 175 | 181 | 185 | 188 | 191 194} 199 
Total rotary drilling costs ae | 100 | 122 | 145 | 160 | 170 | 180 | 186 | 189 | 192 | 194 | 197 201 
Drilling prices (footage rates) !__._____| 100 | 115 5 | 110 | 105 | 101 | 100 | 103 | 103 | 102 | 99} 96| 93 
Average drilling time (days)... -| 100 i at 85 | 80 75 | 65 | 60 | 59 $2 56 | 56 54 
Rate of penetration ____- 100 | | 130 | 140 | 150 | 170 | 180 | | 182 | 184 88 | 188 | 192 
1 * | | \ | | a | 
1 For drilling in same or similar fields to comparable jae 
TABLE IV.—Rigs running and hole drilled 
Rigs operating Cable tools, only Rotary, only ! 
foe We po tie eons” ener Te ae 
Year Rotary | Cable | Number| Footage | Number | Average | Wells/ | Feet/rig 
| tools | of wells drilled of wells | depth | rig 
! 

(1) | (2) (3) ® | © | © | (7) | ® 

| | : ae} AY 
Re sia | 1,74] @ (2) | OF Ree Be oh Fal eer ida 
Rh. a tne ance cx 1,476 | (?) (?) | SDs Sle deapcaeaiin Se eee ee aa 
Rte eee | 1, 782 | 1, 453 9,944 | 16, 925, 000 23, 203 | 4, 130 | 13.0 53, 600 
Res whens Skee 2, 158 | 1, 599 11,054 | 19, 134, 000 28, 423 | 4, 140 13.2 54, 700 
SI casinssles ieensinkioteietcs 2, 022 1, 409 9,351 | 16,635,000 | 29,611 4, 120 | 14.6 | 60, 100 
WO ils ccs. | 2,151] 1,504 9, 505 | 17,527,000 | 33, 699 4, 200 | 15.7 | 66,000 
tle a cnet a 2, 554 1, 462 8, 839 | 17,095, 000 35, 357 4, 430 13.8 61, 200 
1962... ..-. hae | 2, 642 1,312 | 7, 799 | 15, 832, 000 38, 080 4, 480 14.4 | 64, 500 
a ee 2,614 1, 299 | 7,885 | 15, 833, 000 41, 394 4, 410 15.8 69, 600 
SN ics uteilevsdiane | 2, 508 1, 302 | 8,048 | 16,193,000 | 45, 602 4, 380 18.1 | 79, 300 
i aihinlarsvacteipiwtcn 2, 687 1,181 | 7,391 | 14,945,000 | 49,459 4, 350 18.3 79, 600 
i ae 2, 622 1, 105 6,993 | 14,063,000 | 51,278 4, 300 19. 5 | 83, 800 


1 Calculated from data in table I. 
2 Not estimated. 
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TaBLeE V.—New rotary rig sales, United States 


Year: 
1947 siiniiae tinisttibdintntipeiadn Geen ent ekg as ebtn as then en ene ah CED OE REP SOSWOS SSSR necworsoroeace dl 0 
td a crrniininnteiieninen te eee . 650 
tly ELE EE, Se oa are ee Ne: cy oy er pe 175 
Teen nen edhe china ne bee meee 280 
Ce ented ar wanna 385 
a enseseueetinaenmnenenenmians 360 
Te cid cel tecesc obanamgiemegesawebaeniabn acim 270 
a a a siecle miaemnieaiingbininenmin 205 
a RNR SS RR IE RE RE aE RE ee a 275 
Neen ee ose pb asimacsin icine neyaepncianmsamipenuvesunteaganas 280 


Senator O’Manoney. Mr. Brazell, will you identify yourself for 
the record ? 


STATEMENT OF REID BRAZELL, PRESIDENT, LEONARD 
REFINERIES, INC., ALMA, MICH. 


Mr. Brazevzi. Thank you, sir. 

My name is Reid Brazell. I am president of Leonard Refineries, 
Inc., of Alma, Mich., one of the so-called independent refiners. I am 
also president of the Western Petroleum Refiners Association of Tulsa, 
Okla., and am a trustee of the National Petroleum Association, Wash- 
ington, D. C. 

The membership of the Western Petroleum Refiners Association in- 
cludes substantially all of the refineries operating in what we know as 
the Midcontinent area, including Ohio, [linois, Indiana, Michigan, 
Missouri, Kansas, Wyoming, Montana, Colorado, New Mexico, Utah, 
Arkansas, Kentucky, Oklahoma, and Texas. <A few of the east-coast 
refiners are also members of the association. 

Senator O’Manonry. How many ? 

Mr. Brazety. Of the east coast? 

Senator O’Manoney. No. How many all told? 

Mr. Brazetu. There are 85 in the Western Petroleum Refiners As- 
sociation and there are a few associate members. I will give you a list 
of the membership of both associations, sir, so you will have it for 
your records. 

Senator O’Manoney. What proportion of the total oil refined in 
this country is handled by members of your association ? 

Mr. Brazeii. Of the Western Petroleum Refiners Association, there 
is a little over 70 percent of the total refinery capacity. As of last 
year, there was approximately 814 million barrels refining capacity, 
and the membership of the Western Petroleum Refiners Association 
was slightly over 6 million barrels. 

Senator O’Manoney. When you speak of 70 percent of the capacity, 
do you mean of all capacity in the United States? 

Mr. Brazewy. Yes, sir. 

Senator O’Manoney. Is there any difference between the use of the 
word “capacity” and the use of the word “production” ? 

Mr. Brazevt. Well, the word 

Senator O’Manoney. In other words, what percent of the capacity 
is operating ? 

Mr. Brazevu. We have been running about 91, 92 percent recently. 
That has been the crude-oil intake into the refineries. In the petro- 
leum industry we use the word “production” over in the oil-producing 
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end of the business, in the refining end we usually call it capacity, 
erude-oil intake capacity. 

Senator O’Manoney. Various industries from time to time operate 
at various percentages of capacity. Capacity is much greater in many 
industries than the actual output at times. 

Mr. Brazevu, That is correct. 

Senator O’Manonry. Sometimes the capacity isn’t great enough to 
produce what the market demands. 

Mr. Brazetu. That is correct. 

Senator O’Manoney. So I was merely trying to find out what per- 
centage of your capacity has been actually operating. 

Mr. Brazewu, It has been about 91 to 92 percent operating. 

Senator O’Manoney. Thank you. 

Mr. Brazett. The membership of the National Petroleum Associa- 
tion includes most of the petroleum refiners operating east of the Mis- 
sissippi, also some in California. ‘Together, these associations repre- 
sent most of the refineries in the United States. Iam appearing today 
on behalf of both of these associations, particularly on behalf of the 
independent refinery members of these associations. 

I do not intend to deal with the actual operations of the program of 
supplying oil to Europe, nor to discuss the reasons for the recent: in- 
crease in prices of crude oil. 

Senator O’Manoney. When you refer to the independent refinery 
members as the principal group for whom you are the spokesman to- 
day, I take it that means that in the National Petroleum Association 
there are refineries represented which are not to be classified as inde- 
pendents. 

Mr. Brazen. That is correct. 

Senator O’Manonrey. How many? 

Mr. Brazett. Well, I can mark them for you. I can’t give you the 
number right offhand, but I will have it marked. If I can go on 
through, I will get to what those are, sir. 

Senator O’Manonry. Thank you very much. 

Mr. Brazen. Both of these subjects have been dealt with. ade- 
quately by other witnesses before your committee. I wish to confine 
myself to the effects that recent developments may have on the inde- 
pendent refiners. 

At this time I would like to give the committee an idea of how many 
independent refiners there are, because a lot of people seem to have the 
idea that the oil industry consists of only a few large companies, 
During the Korean emergency I served as the first Director of the 
Refining Division of the Petroleum Administration for Defense. 
During that time a survey was made of the refineries in the United 
States and we published a study showing that on January 1, 1951, 
there were 365 separate petroleum refineries in the United States; 
137 had a crude-oil-intake capacity of 50,000 barrels a day and more. 
The balance of the refining capacity was divided among 228 refineries 
which were owned by 204 separate companies. Today there are a few 
less because of the mortality rate among the independent refineries, 
but the figures have not changed substantially since that time. 

In view of the recent events, on behalf of these independent refiners, 
and I think, for that matter, all refiners, I must say that we are very 
concerned and disturbed by statements emanating from this commit- 
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tee to the effect that major oil companies should “roll back” the recent 
price increases in petroleum products, particularly on gasoline. These 
reports are particularly disturbing when they are combined with the 
statement which newspapers have attributed to the committee chair- 
man, stating—— 

Senator O’Manonery. Now let me say this. You must not assume 
that anything the chairman may say is to be attributed to the com- 
mittee as a whole, nor must you blame the chairman—— 

Mr. Brazewu. I recognize that. 

Senator O’Manoney. For answers which the chairman may make 
to the inquiries of newspaper people or television people. 

Mr. Brazetz. That is correct, except to the extent that those state- 
ments may give the wrong impression to the public and aifect our 
industry adversely, and then I object on that basis. 

Senator O’Manonry. May I say to you, sir, that committees of 
Congress, and particularly their chairmen, have the same difficulty 
with misrepresentation that the witnesses who appear before the com- 
mittee may have. 

Mr. Brazewi. I recognize very much your problem, and many times 
you may be completely misunderstood as may the witnesses be mis- 
understood. I also recognize that the public-relations job that the 
petroleum industry has hoped to do has probably been pretty poor, 
and I suppose that the same impressions sometimes come out from 
congressional committees. We are all human beings, and 

Senator O’Manoney. Mr. Brazell, you hold a very important posi- 
tion as the representative of a large organization of refineries, and 
I expect you to be in the position not to be misled by these things 
and not to attribute to the chairman conclusions that he has never 
made. 

Mr. Brazetu. I said, sir, that these were attributed to the chair- 
man. 

Senator O’Manoney. I understand, but when you repeat them on 
the basis of attributions from sources which you yourself condemn as 
being unreliable, then you put yourself in the unreliable class. 

Mr. Braze.x. I didn’t intend to do that, and I don’t think it re- 
flects that. However, if I may read a little further, maybe it clears 
this up slightly. 

These reports are particularly disturbing when they are combined 
with the statement which newspapers have attributed to the commit- 
tee chairman stating that, in his opinion, the increase in the price of 
crude oil was justified, particularly for the smaller independent 
producers. 

We are pleased to see the committee’s interest in the independent 
producing companies. We hope that the committee will recognize 
that the independent refiners would face ruin if product prices were 
rolled back without a similar rollback in the price of crude oil. I 
want the record to indicate clearly that I am not suggesting a reduc- 
tion in the price of crude oil. I am suggesting, however, that the 
committee should recognize the economic facts of life, and realize that 
an independent refiner must pass On increases in raw materials or have 
his returns reduced by that amount. I think the committee should 
also recognize another simple economic fact. In a competitive mar- 
ket, and we have a very competitive market in petroleum, it is not 
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possible for the independent refiner to sell his products at prices 
higher than those of the major oil companies. 
hen I appear before you on this subject, I have a feeling that we 

are replaying an old record. You may recall that in June 1953, there 
was an increase in the price of crude oil which was followed by an 
increase in product prices. There immediately followed a congres- 
sional investigation. The members of the industry welcomed the 
opportunity to tell their story. Many of us appeared before the com- 
mittee at that time to explain the economics of our industry. At 
that time, as at the present time, we were concerned with public 
statements from Members of Congress urging major oil companies 
to absorb the price increase of crude oil and to roll back the price of 
products, gasoline specifically. 

Senator O’Maron EY. May I say that was in 1953, 

Mr. Brazewu. Yes, sir. 

Senator O’Manoney. The present chairman wasn’t here at the 
time. 

Mr. Brazevi. That was a different committee. I recognize that. 
But it sounds like the same sort of story coming out. 

Independent refiners do not as a rule produce very much crude oil, 
if any. Usually their crude oil requirement is purchased on the open 
market from a major oil company and from the independent produc- 
ers. I should like to describe to you, briefly but fully, the operations 
of an independent refiner. He is a manufacturing merchant. He 
purchases his raw material, crude oil, processes the crude oil in the 
refinery, and sells the products therefrom. It is just that simple. 

Obviously, it does not require an economic genius to recognize that 
if the independent refiner has an increase in the cost of his raw mate- 
rial, he either has a like amount reduction in his income, or if he is 
to maintain the same rate of income, the full extent of the price in- 
crease in raw materials must be passed along in the form of increased 
product prices. 

Senator O’Manonry. Mr. Brazell, you don’t mind my interrupt- 
ing you? 

Mr. Brazere. Oh, certainly not. 

Senator O’Manonry. Let’s go back to the beginning of the previ- 
ous paragraph : 

Independent refiners do not as a rule produce very much crude oil, if any. 
Usually their crude oil requirement is purchased on the open market from a 
major oil company. 

Do you wish the committee to understand that the independent 
refiner does not patronize the independent producer ? 

Mr. Brazevxt. That statement should have been amplified and I 
did, “and from the independent producers.” He certainly does busi- 
ness with the independent producers. They produce more than half 
of the total oil in the United States. 

Senator O’Manoney. So that you actually do patronize them. 

Mr. Brazevu. Oh, certainly. 

Senator O’Manonry. Do you have any position on this argument 
about imports and the protection of domestic production of crude 
from imports of crude? 

Mr. Brazei. A very definite position. 

Senator O’Manonry. What is it? 
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Mr. Brazrutu. The position is that there is a certain amount of im- 
ports that are proper and necessary, but they should be within reason 
and they should not supplant the domestic production to the extent 
that it is detrimental and has an adverse effect on the market price or 
on the marketability of crude oil. Some imports are proper. They 
should not be cut out entirely, but certainly should not be too high. 

Senator O’Manonry. Do you believe that the law which is now 
on the statute books as an amendment to the Foreign Trade Agree- 
ments Act is a satisfactory law ? 

Mr. Brazetz. You mean the one that provides for the Director of 
ODM to—— 

Senator O’Manoney. That is right. 

Mr. Brazewu. I think that is quite satisfactory and I think it is a 
very workable arrangement, much more desirable even though it may 
not work as well as you might like to see it work at times, than to have 
a specific inflexible percentage. 

I would like to say to you, Senator, that there is no man or group 
of men sufficiently wise to sit in Washington or any other place and 
determine what the economic conditions are going to be at a date even 
60 days from now. You don’t know what is going to happen. 

Senator O’Manoney. That is true, even if they sit in Wall Street, 
isn’t it ¢ 

Mr. Brazetx. It doesn’t make any difference where they sit; you 
won’t find any group capable, you must leave it up to the individual 
companies to make their own determinations and they should use good 
judgment and I think most of them desire to do so. 

Senator O’Manoney. O. K. 

Mr. Brazevu. All right, sir. 

I think you might be interested to know that, at least as far as our 
company is concerned, the av erage gasoline price f. o. b. the refinery in 

July of 1953, the month following the erude oil and product price in- 
crease, was 13.6 cents per gallon. The next back in February of 1957 
on gasoline at our refinery was 14.12 cents per gallon, an increase of 
slightly over one-half a cent. It’s about 3.8 percent. During the 
period from June of 1953 to the present time, there has been an in- 
crease of 50 percent in the Federal gasoline tax, from 2 cents to 3 cents 
per gallon, and there was a 3314 percent increase in the gasoline taxes 
in the State of Michigan, from 414 cents per gallon to 6 cents. In the 
State of Michigan, incidentally, we also have a 3 percent sale tax 
which applies to the price of gasoline, plus the tax, which amounts to 
about nine-tenths cent per gallon. In other words, in Michigan we 
have a total tax on gasoline of 9.9 cents per gallon. 

I would like to point out to you that we, as a refiner, are receiving 
an average of 14.12 cents per gallon for our gasoline, and the taxes 
are 9.9 cents per gallon, I think you would agree with me that the 
price of gasoline is not high, it’s the taxes; and, incidentally, I didn’t 
see any repor ts from the press of an investigation by Congress when 
the taxes were increased, asking for a rollback in taxes, 

During the period 1953 to the present, we have had at our place 
slightly in excess of a 20-percent increase in wages. We have had very 
substantial increases in the cost of chamicals, steel, and other materials 
required for the processing of crude oil. ‘During the same period, 
June 1953 to the present, there have been very substantial increases 
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in the quality of gasoline, from 88-octane numbers for regular gaso- 
line to approximately 9214 and on premium gasoline, from 914% octane 
to almost 98, They are not all up there, but that is the tops on some 
of them and they will all be there soon. The cost of quality increases 
alone should entitle the refiner to more than 1-cent-per-gallon increase 
in the price of gasoline. 

You may say, “O. K., you independents need it, go ahead and raise 
your product prices, but the big, integrated companies should roll back 
their product price increases.” 

Gentlemen, it just doesn’t work that way. We independents cannot 
possibly sell at higher prices than the national brand-name petroleum 
products. We’d be out of business in a very short time. 

I know that you gentlemen of the committee are very amxious to 
assist the independent businessman in every way you can. I am also 
sure that you are most anxious that the public generally pay only a 
fair price for products. 

There should be for the public at all times an adequate supply of 
quality products. One of the best ways that I can think of for you 
to accomplish those two objectives is to encourage members of the 
petroleum industry to keep healthy by making a decent profit in their 
operations, which will permit continued research, development, and 

roduction of high-quality petroleum products for the general public. 

hat can be done only if the manufacturer passes on the additional 
costs of doing business to the extent necessary to maintain a healthy 
economic return. 

I don’t know whether you realize it or not, but you Members of 
Congress and the various State legislatures, by frequent investigations, 
appear to be trying to scare the major oil companies about what the 
public may think of them if they increase the price of products that 
the public buys. At the same time, the Federal and State legislative 
groups have increased the cost to the public by increasing gasoline 
taxes, and in some instances it has been suggested that the oil com- 
panies should absorb tax increases. 

That, of course, is economic nonsense. However, I will say that 
there appears to have been an extreme reluctance on the part of the 
major companies to pass along in the form of increased product 
prices, wage increases, and other increases in the cost of doing business. 
At this time I want to say to you that the refiner is about at the end of 
his rope insofar as his ability to absorb additional costs of doing busi- 
ness is concerned. 

I feel very definitely that it is going to be necessary, and is proper, 
for the refiner in the future to pass along in the form of increased 
product prices the additional costs that he may have in doing business. 

Senator O’Manoney. I think, Mr Brazell, that one of the greatest 
problems that is before the business community and the legislative 
community is what to do about inflation. 

Mr. Brazetu. I think that is right. 

Senator O’Manonery. You don’t seem to have much confidence in 
your State legislature in Michigan nor in your Congress, according to 
the language which you use. 

Mr. Brazevx. I think you will find at the tail end of this a state- 
ment 

Senator O’Manoney. Will you give us a pat on the back? 








1384 EMERGENCY OIL LIFT PROGRAM 


Mr. Brazewu. Yes, sir; I think I do. 

Senator O’Manoney. I want to remind you, sir, about taxes and 
about inflation, that we have a budget presented to us from the Execu- 
tive Office of the President by the Bureau of the Budget. It is the 
President’s budget, almost $72 billion. That budget message contains 
no specific recommendations for reduction of taxes. One of the rea- 
sons why the tax rate has to be kept up is because the Government 
finds it necessary to expend huge funds of money abroad for mutual 
security. Asa matter of fact, only this week Congress has completed 
action on the Middle East bill which authorizes a discretionary expen- 
diture of $200 million by the President of the United States in the 
Middle East, where oil is such a tremendous product, and the President 
has announced in his special message of January 5 that he is going 
to ask for $200 million more for the next fiseal year and $200 million 
more for the fiscal year following that. 

So, I want you to be charitable with the Members of Congress in 
their struggles to find the tax money which will pay these expendi- 
tures that are proposed. 

Mr. Brazewu. I think that you are correct that I should be charitable, 
and Ithinkthat Iam. I believe that the press indicated in the record 
of the vote that you were not particularly for the bill that you were 
speaking about that just passed. 

Senator O’Mauonry. No. I voted against it. 

Mr. Brazevzi. That is right; and I think that there are other mem- 
bers of this committee also, who voted against that bill, and I assume 
and I feel confident that you are going to look at that budget with just 
as critical an eye as you are looking at the petroleum industry. 

Senator O’Manonry. I don’t know that it is proper for you to say 
that I am looking at the petroleum industry with a critical eye. 

Mr. Brazevt. I think you are attempting to find out the facts, and I 
think that you 

Senator O’Manoney. That is right. You don’t object to that? 

Mr. Brazeiu. No, sir. We appreciate this opportunity to come 
and to appear before the Congress to tell you about what is going on, 
because there is a terrific amount of misinformation that is passed 
along by many people that seem to be possibly a little bit lazy about 
attempting to find the facts and they a something that is spectacular 
and put that out and the people read a small amount and they get the 
wrong impression. 

We are happy to have this opportunity to appear before you and to 
tell you about some of the facts of life. 

This increase that I have mentioned here, I will go ahead and read 
further. I just stated that we were going to have to pass along these 
increases, those increases in doing business. That would include spe- 
cifically wage increases, and I might just interpose here that the Oil, 
Chemical and Atomic Workers Union now made a demand of 27-cents- 
an-hour wage increase, which rather a substantial amount. In some 
cases they have even asked for more than that. 

Getting back to my statement—that would include, specifically, 
wage increases, increases in chemicals and in steel products, as well as 
increases in the cost of crude oil. 

I am sure it is unnecessary for me to remind the committee of the 
importance of the independent in business, whether he be an inde- 
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pendent refiner, an independent grocer, or what have you. He is an 
active minority, a sort of prod in the side of the large companies. 
The independent promotes keen competition between all units, large 
and small. We independents often have some rather rugged fights 
among ourselves. However, when we are in danger we can fight 
together for a common cause. 

We independent refiners do not fear the larger companies so long 
as their competition is developed in a free atmosphere. The flexi- 
bility of an independent company permits us to outmaneuver the 
larger company at every turn in the road. We also know that the 
major companies are not interested in cutting the throats of the 
small companies. 

Mr. Rathbone testified very much about that the other day before 
your committee. I was sitting here listening. 

They recognize the fact that we, the independents, keep them on 
their toes and the public, therefore, benefits. 

If this committee, in its enthusiasm to protect the public from 
what it thinks is a great wrong, has any success in its efforts to get 
the larger companies to absorb the increase in the price of crude 
oil and cut back the price of gasoline, it is about to accomplish 
something that no other force has been able to do—that is, put the 
independents out of business. We have great faith in our Congress 
and in the men and women who make up those bodies. We do not 
think that with the facts before you, you will permit anything to 
happen that will jeopardize the independent businessmen. 

Senator O’Manoney. Any questions / 

All right, Mr. McHugh. 

Mr. McHveun. Mr. Brazell, following the January 3 increase by 
Humble in crude petroleum prices, when did the Leonard Refineries 
announce an increase in gasoline prices / 

Mr. Braze.u. To give you the exact date, I can’t. I will get it for 
you and send it to you, but it was within a few days. I think it was 
probably on the 7th or 8th. It was on either a Thursday or Friday. 
It was Friday that we announced it, I am quite positive, so if you 
look back at the calendar you will find out whether the 3d was on 
a previous Thursday, and then we announced it for the next Friday. 

Mr. McHueu. What was the amount of the increase ? 

Mr. Brazexi. The amount of the increase of products ? 

Mr. McHuen. Announced by you. 

Mr. Brazeci. A cent a gallon. 

Mr. McHvueu. A cent a gallon? 

Mr. Brazeu. Yes, sir; 25 cents a barrel increase on crude oil that 
we were using. However, Senator, from your good State, inciden- 
tally, our own company buys about 8,000 barrels a day of Wyoming 
sour black crude that was for years penned in up there. Nobody 
wanted it, and a couple of us up in Michigan started running it and 
we are taking out 8,000 barrels a day. That crude oil had advanced 
twice in the past year. It was a nickel first and then it went up a 
dime and then there was a little differential in the pricing of crude, 
resulting in a net increase in the price of Wyoming crude of about 
38 cents. It varied in different fields because the prices were slightly 
different, but it is on a gravity scale, so we had a 38-cent increase in 
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the Wyoming crude which we used to make some of the finest asphalt 
in the world. 

Senator O’Manoney. That helps to support the schools in Wyo- 
ming, too. 

Mr. Brazety. Sir? 

Senator O’Maunonery. That helps to support the schools of Wyo- 


ming. 

Mr. Brazeti. Well, we are very happy to do that. But then the 
other crude price increases amounted to, in the crudes that we were 
using, 25 cents. We also post crude-oil prices in the State of Michi- 
gan and we posted a 25-cent increase across the board for all of the 
different grades of crude oil in Michigan. 

There had been a few months earlier an adjustment in the price 
of some of the crude oils up there that were very high in sulfur. It 
was a quality adjustment, so they would be in a proper relationship 
one to the other. Then we just were able to make a flat increase in 
the State of Michigan of the amount of 25 cents. Others did the 
same thing. 

Mr. McHvueu. How much of the crude that you use do you produce? 

Mr. Brazeii. Well, we produce about 250 barrels a day and we run 
25,000, so it is practically nothing. 

Mr. McHvuen. What is the general market area in which Leonard 
Refining Co. sells gasoline? 

Mr. Brazetu. In the Lower Peninsula of Michigan, exclusive of the 
city of Detroit or Greater Detroit. 

Mr. McHven. Following the January 3 increase by Humble, which 
refinery first announced the gasoline price increase in your area ? 

Mr. Brazeut. I can’t tell you exactly which one was the first one. 
IT can find out. I can attempt to find out, but I think there had 
been 

Mr. McHueu. Was your company first? 

Mr. Brazety. No; I don’t believe it was. I am not positive about 
that. I can find out. I certainly shall and send it to you. 

(The information requested is as follows :) 





On the question of the date Leonard Refineries increased its product prices, 
the answer is, price sheets were dated January 11. Leonard Crude Oil Co. 
raised the price of crude oil effective 7 a. m., January 10. 

Mr. McHveu. But you don’t know who the company was that 
announced the increase first ? 

Mr. Brazevu. I will tell you that we had our minds made up on 
what we were going todo. The fact that we did not get it announced 
was strictly a matter of mechanics in getting out price sheets to our 
customers. 

Mr. McHuen. Now, Mr. Brazell, since the war has your company 
ever initiated a price increase in gasoline and had that price stick? 

Mr. Brazetu. Have we initiated a price increase? No, sir; except— 
it wasn’t a price increase. We came out in 1953 with a super- 
premium gasoline. At that time normal premium gasolines were about 
9114. We came out with a 96-octane gasoline and raised the price 
a cent a gallon and it stuck. 

Mr. McHveu. Who is the recognized price leader in your area? 

Mr. Brazevz. Standard of Indiana, I would say. I don’t know 
whether they would admit to that, but they do sell more gasoline up 
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there than anybody else, and their actions—I mean we can’t sell very 
much higher than they do for any period of time. So we are pretty 
close to them. The fact of the matter is we think we would have 
raised the price before if we had thought we could have done it, 
because we needed it. 

Mr. McHvueu. Have you been losing money ? 

Mr. Brazewi. No, sir; and I don’t intend to. I wouldn’t be in that 
job if I was losing money, sir. 

Mr. McHveu. Isn’t it a fact that Standard—— 

Mr. Braze.u. There isn’t anything wrong with making money; 
is there? 

Senator O’MAnoney. Certainly not. [Laughter.] 

Mr. Brazewu. O. K. 

Mr. McHveun. Don’t you know, as a matter of fact, that Standard of 
Indiana did announce the price first in your market area ? 

Mr. Brazeuu. I frankly and honestly didn’t know that, that they 
were the first ones to announce it. I will be very honest with you, I 
did not know they were the first ones. I knew what we were going 
to do. I knew that we were going up a cent a gallon and I did not 
know what the others were going to do. I was hopeful that they 
would go up a cent a gallon. 

Mr. McHveu. Did you make your price increase effective on the 
same day as the Standard of Indiana? 

Mr. Brazen. I don’t know what day they went up. We made our 
yrice effective, I am quite positive, on a Friday following—it would 
i a week and a day following Humble’s announcement. 1 think their 
announcement came out on a Thursday morning and I heard about it 
about Thursday noon, and then it kept growing and moving across the 
country—when the others had announced, the people from whom we 
buy, a price increase in crude oil, we recognized that we were going 
to have to increase our produce prices to recover, so we put in a cent 
a gallon price increase across the board. 

It did not all stick because some of them did not go up that much in 
certain residual fuel oils, and so on. 

Mr. Mcliven. How was the decision within your company made 
to make the price increase ? 

Mr. Brazen. Simple arithmetic. 

Mr. McHvuenu. By whom? 

Mr. Brazen. Myself and our vice president of sales and marketing. 

Mr. McHueun. Is this a matter to be considered by the board of 
directors ? 

Mr. Brazety. No, sir. 

Mr. McHvueu. Would several officers consider this matter before a 
decision was made 4 

Mr. Brazevy. They might. In a small company—you don’t have 
to worry around with too many people to make a decision. I am the 
chief executive officer and can make decisions in the company. I have 
also given the authority and the responsibility to the vice president of 
marketing that anything that concerns marketing, if he wants to make 
a decision, that is his job to do, and whether I am there or not, whether 
he asks me or not, makes no difference. 

If he isn’t there, I will make the decision, or we may discuss the 
matter. But he has full authority. 
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Mr. McHven. Were you considering going ahead with the price 
increase even if Standard of Indiana did not? 

Mr. Brazett. We would have to. We would have to try. 

Mr. McHveu. You were planning to do so? 

Mr. Brazewu. Yes, sir. 

Mr. McHuen. Did you have any discussions with other officers 
with whom you took up this matter concerning the timing of the 
increase with reference to Standard of Indiana? 

Mr. Brazetxi. Not with reference to Standard of Indiana. The 
only thing I was doing was pushing them to get the price increase out 
tS SOON as they could because we are losing money. We are paying two 
bits a barrel more for our crude oil and we were not getting any more 
on our products. 

Mr. McHven. IT misunderstood you. I thought you said a little 
while ago you were not losing money. 

Mr. Brazeu. We were losing money on those few days. When you 
start in with the price of crude up a quarter, 25 cents a barrel, and 
you haven’t inreased your product prices, you are getting hurt 25 
cents a barrel. 

Mr. McHvuen. You were preparing to make the price increase 
regardless of what Standard of Indiana did ? 

fr. Brazeut. That is correct. I don’t know, we might have looked 
a little silly with the price up, but we certainly were going to give it 
a whirl. And I think we would have had a lot of company 

Mr. McHven. This despite the fact, as I understand your state- 
ments, since the war you have never initiated an increase yourself? 

Mr. Brazeti. Well, if you want to be the loneliest man in town, 
operate a service station where you are selling at a price considerably 
higher than the people across the street, and you won’t have any 
interruptions. [ Laughter. | 

Mr. McHvueu. Do you own any retail stations ? 

Mr. Brazeti. We own one. 

Mr. McHvuen. How do your production operations on your crude 
operations compare with your refining operations? 

Mr. Brazen. Of crude? 

Mr. McHueu. Yes. 

Mr. Brazeti. Our production—we produce hardly anything at all. 
We do gather crude oil. We have what we call a crude oil gathering 
company. It is a subsidiary company. They buy the crude oil at 
the wells from the producers, gather that crude into a common carrier 
system, which transports it on to the refineries. 

Mr. McHvexu. Mr. Brazell, are you familiar with the profitability 
of crude-producing operations generally in contrast with refining ¢ 

Mr. Brazety. I am not an expert on that subject. I think that you 
have had many peeople that can tell you about it. 

I do know this, sir, that we have been very much interested in getting 
to the producing end of the business. It takes an awful lot of money 
to get in there, which we did not have very much of, the cost of 
finding oil has gone up so much. It used to be that you could buy 
crude oil in the ‘ground for 50 cents a barrel, or something like that, 
and then it got up to where it was higher and higher and the cost 
of crude oil in the ground was, say, in the range of a dollar. 
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I think the records show today that when you take all of the facts 
into consideration that it is closer to $3 a barrel when you take the 
seismograph and everything else to get the crude-oil reserves. 


These companies today are taking crude oil from the ground that 
they found 20, 30 years ago. 

Mr. McHvueun. Mr. Brazell, isn’t it a generally recognized fact. in 
the petroleum industry that crude production is the most profitable 
part of the industry # 

Mr. Brazevt. Well, I think you would find people that argue with 
_ about that. You can find an example in any part of the industry. 

here would be some arguing with you that pipeline is the most 
lucrative, and then there would be some others that would say it 
was something else. So you have a difference of opinion and I think 
you could prove your point on any one of them. 

Mr. McHveu. Is there any doubt in your mind that crude produc- 
tion is more profitable than refining ? 

Mr. Brazeti. Now, in some cases—take in Pennsylvania. It is 
pretty rough over there because you get a small amount of crude oil. 
It all depends on the field in which you are operating. If you have a 
small amount of production from the wells, as in Pennsylvania, where 
there is a half a barrel or 5 barrels a day, you have a very expensive 
sort of situation. It is not very profitable. Then you could go over 
to Saudi Arabia and you get five or six thousand barrels of oil a day 
coming out of the ground with no lifting costs. That is a pretty good 
deal. 

But somewhere in between, you will find all sorts of conditions. The 
fact of the matter is, I would be glad to make you a present of an oil 
well if you would just take over the operating cost, because we are 
losing money on it every day. I know a number of other people that 
are. You can’t say categorically that the production is always the 
most profitable. It all depends on the situation and the area that you 

ick. 
F Senator O’Maunonery. You had better not make that deal, Mr. Me- 
Hugh. [Laughter. } 

Mr. McHveu. Mr. Brazell, don’t you feel as an independent refiner 
that you are at a great disadvantage in competing with refining com- 
panies that are integrated, that are able to count on more profitable 
operations from their production ? 

Mr. Brazett. No, I don’t think so. We have been doing pretty well 
for 20-some years. The major companies, as I said, are not interested 
in putting the little people out of business. The major companies, for 
the most part, have not used their crude oil reserves from the Middle 
East area or some other area in here to any great amount, or at least 
not enough to injure the independent refiner too severely. He has occa- 
sionally been maybe tramped a little bit because of the amount of crude 
runs. 

Mostly, I will say that they have not done anything at all and I 
am saying to you, and would like to get this point across to the com- 
mittee, that we hope as a result of all these hearings that you do not 
come up with any suggestions or conclusions that have been suggested 
by some members of the committee that are not now present that maybe 
the oil industry is making too much profit, and start whacking it down 
so that they will have to bring in that crude oil from over there and 
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start using it, money that they make in Kuwait or some other place, 
because if they do, then we are going to get hurt and we are going to 
be pretty mad about that. We don’t want to get hurt, and I am sure 
you don’t want to hurt us, so don’t do anything to cause them to bring 
in their foreign operations and put them in here. 

Some of the things that I think you might think sounds like a good 
deal could hurt us. There was a lot of conversation going on about 
this tax credit where those American companies have gone into Saudi 
Arabia, Kuwait, the Middle East, many foreign places, and they pay 
taxes and they get a tax credit. 

Now, if you figure out a way to cut that out, they are going to be hurt 
some. And they are not going to like that very well, so they are going 
to have to bring their profits back up or they are going to have some 
new faces in their company. And by doing that they would have to 
bring in the oil from those countries, which is cheaper. It would hurt 
the independent producers, hurt the independent refiners. 

Now, those people actually, Senator, from this country have taken 
their money and gone into these foreign countries and many times 
at the request of our Government. “Go over and spend your money 
over there and help those people out.” They don’t know how to do 
those things. We go over and show them how. 

So these people take their money, the American companies, they 
go over and they do business. They develop at lot of oil. They 
don’t know whether they are going to have it tomorrow. The Fed- 
eral Government doesn’t have any policy that I know of that says, 
well, “if they chase you out and take the properties away from 
you, we will pay you back what you lost over there.” 

So, they are entitled to some consideration for the risk that they 
take. I am not objecting to it. I just wish that we could take it 
ourselves. We don’t happen to be in that position. 

I hope that all of the independents will today grow, as the Sen- 
ator pointed out, that every segment of the old Standard Oil after 
the dissolution has now become larger than the parent was when 
it was broken up, and I hope that our own company and the other 
independents will have that some privilege of growing. 

Senator O’Manoney. Anything else? Thank you very much, Mr. 
Brazell. 

Mr. Brazevu. Thank you. 

Senator O’Manoney. We appreciate your presence and the tes- 
timony you have given. I might say to you that jurisdiction over 
the depletion allowance does not rest in the committee. 

Mr. Brazewt. I recognize that. I was just hoping you weren’t 
suggesting some ideas to the outfit that did have jurisdiction. 

Senator O’Manongy. The committee will stand in recess until 
Tuesday, March 19, at 10:30 a.m. 

(Whereupon, at 12:40 p.m., the committee stood in recess, to re- 
convene on Tuesday, March 19, at 10:30 a. m.) 
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Unirep States SENATE, SUBCOMMITTEE ON 
Antitrust AND MonopPoLy or THE COMMITTEE ON 
THE JUDICIARY, AND SUBCOMMITTEE ON Pusiic LANps 
OF THE CoMMITTEE ON INTERIOR AND LNsutaR AFFarrs, 
Washington, D.C. 

The subcommittees met, pursuant to recess and subsequent post- 
ponement, at 10 a. m., in room 424, Senate Office Building, Senator 
Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Mahoney (presiding), 
Wiley, Dirksen, and Hennings, of the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary. 

Senators O’Mahoney (chairman) and Carroll of the Subcommittee 
on Public Lands of the Committee on Interior and Insular Affairs. 

Also present : Hon. George Wadsworth, United States Ambassador 
to Saudi Arabia; Donald P.. McHugh, co-counsel, Antitrust ; James De 
Maras, Jr., research consultant, Public Lands; Gareth Neville, as- 
sistant counsel, Antitrust; W. B. Watson Snyder, consultant, Anti- 
trust; Louis Rosenman, attorney, Antitrust; Paul Banner, economist, 
Antitrust; Peter Chumbris, counsel for minority, Antitrust; Dr. John 
M. Blair, chief economist, Antitrust; and Carlile Bolton-Smith, coun- 
sel to Senator Wiley. 

Senator O’Manonry. The committee will come to order, please. 

Mr. Davies, will you take the chair ther e, please ? 

Your associates may be seated at the table, particularly Mr. James 
Terry Duce. 

Mr. McHugh, Mr. Davies has a statement. 

Do you prefer to proceed with that now ? 

Mr. Davies. We have a brief statement, Senator. 

Senator O’Manonery. Do you mind interruptions ? 

Mr. Davies. No. 

Senator O’Manonry. Very well, sir, you may proceed. 


STATEMENT OF F. A. DAVIES, CHAIRMAN OF THE BOARD OF THE 
ARABIAN-AMERICAN OIL CO.; ACCOMPANIED BY JAMES TERRY 
DUCE, VICE PRESIDENT, AND DOUGLAS ERSKINE, TAX COUNSEL 


Mr. Davies. My name is F. A. Davies. [am chairman of the board 
of directors of Arabian-American QOil Co. ( Aramco). I understand 
the committee is primarily interested in Aramco’s participation in the 
Middle East Emergency Committee. 
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Senator O’Manonrty. May I say that that of course has a good deal 
te do with it, but this is the Senate Subcommittee on Antitrust and 
Monopoly, and therefore it is interested in any bearing that this 
European oil lift may have upon the enforcement of the antitrust 
laws and any bearing that the activities of the members of the Middle 
East Emergency Committee may have upon the development of the 
petroleum industry in Europe and any effect it may have upon the 
political events that are taking place. 

Proceed, sir. 

Mr. Davies. I understand further that the committee, in the course 
of these hearings, has indicated an interest in Aramco’s place in the oil 
industry. I welcome the opportunity to deal with these two subjects 
and shall do so in that order. 

First, with regard to my company’s participation in the Middle East 
Emergency Committee. 

Aramco’s volunteer service in this field goes back to the first volun- 
tary agreement of June,25, 1951, which was prepared under the aus- 
pices of and was under the administration of the then Secretary of 
Interior and Petroleum Administrator for Defense, Oscar L. 
Chapman. 

This was called the voluntary agreement relating to the supply of 
petroleum to friendly foreign nations, and was formed so that indi- 
vidual oil suppliers, acting under Government supervision, might do 
what they could to alleviate the overseas crisis resulting from the shut- 
down of oil flow from Iran. 

Aramco and 18 other oil companies were requested to participate by 
Mr. Charles E. Wilson, then Director of the Office of Defense Mobiliza- 
tion. The 19 participants included all but 2 (Cities Service Co. and 
Getty Oil Co.) of the present members of MEEC. 

A plan of action was adopted under that agreement to combat the 
Iranian crisis, just as a plan of action has been adopted under the 
current voluntary agreement to meet the Suez crisis. Only there the 
problem was one of production and supply; here it has been one of 
transportation and distribution. 

We know that the results in the Iranian crisis were gratifying. The 
desired results were achieved and the plan of action terminated within 
something less than 12 months. 

The first voluntary agreement itself was terminated at the end of 
April 1953, to be replaced a month later at the request of Mr. Chap- 
man, Secretary of the Interior, and of Henry H. Fowler, Adminis- 
trator of the Defense Production Administration, by the forerunner of 
the present agreement. 

That may seem strange, Mr. Senator, that the committee was formed 
at the request of Mr. Chapman after the administration had taken 
lace. 

As a matter of fact, Mr. Chapman’s letter was dated in January 
just a few days before the change in administration. 

This was the voluntary agreement relating to foreign petroleum 
supply of May 1, 1953, which has since undergone two amendments: 
the amendment of April 15, 1954, requested by the Secretary of the 
Interior to reflect the transfer of functions of the old PAD to the Oil 
and Gas Division, and the amendment of May 8, 1956, requested by 
the Attorney General. 
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Mr. McHvuen. Mr. Davies, if you will excuse an interruption at 
this point, what position did Aramco take in connection with the 
request of the Attorney General to modify the original voluntary 
agreement by the amendments which were adopted May 8, 1956? 

Mr. Davivs. Mr. McHugh, since I have been out of the country 
during the deliberations of these committees, may I ask Mr. Duce to 
answer the question? Mr. Duce was our representative on these vari- 
ous committees, 

Senator O’Manonry. Give the reporter your full name, Mr. Duce. 

Mr. Duce. James Terry Duce. 

Senator O’Manonry. And your position with the company? 

Mr. Duce. Vice president. 

Senator O’Manonery. Will you answer the question ? 

Mr. Duce. Yes; we accepted the new form which developed. 

Mr. McHveu. By that I understand you wrote a letter agreeing to 
participate in the voluntary agreement relating to foreign petroleum 
supplies with the amendments recommended by the Attorney General. 

Mr. Duce. That is right. 

Mr. McHucu. When those amendments were first proposed and 
before they were adopted, what was the position of your company 
with reference to them ? 

Mr. Duce. I don’t remember that we took any position, sir. 

Mr. McHuen. At any meetings of the Foreign Petroleum Supply 
Committee, did your company express any opinion concerning the 
wisdom of those amendments ? 

Mr. Duce. I do not recall their doing so. I would have been the 
representative and I would have made any protest if we had made a 
protest. I don’t recall that we did. 

Mr. McHueu. Do I understand from this that the requirements in 
those amendinents that individual company information not be dis- 
closed to other participating members was not objectionable to your 
company ¢ 

Mr. Ducr. No. 

Mr. McHveu. In view of that, do you think it was necessary when 
the plan of action was finally adopted August 10 that the provisions 
with reference to disclosure of this information was eventually waived 
so that this type of individual company information could, pursuant 
to this waiver, then be made available to other waivers ? 

Mr. Duce. We presented this information, as I recall, to the Gov- 
ernment, and it was only after the MEEC was adopted that there was 
exchange of information within the committee itself, between the 
members in the committee. 

Mr. McHveu. Do you think that this exchange of information in 
the committee itself was ever necessary to effectuate the purposes of 
this plan? 

Mr. Duce. In the MEEC? 

Mr. McHvueu. Yes. 

Mr. Duce. Certainly if you are going to try to get these various 
things working, transportation system working, as it is now working 
under the MEEC. 

Mr. McHvueu. Could the information have been funneled directly 
to the Government ? 

Mr. Duce. It could have. 
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Mr. McHven. Then it was not necessary that this information be 
disclosed to the other members of the committee ? 

Mr. Duce. It has to be consolidated somewhere. 

Mr. McHvex. Could not that have been done by the Government ? 

Mr. Duce. I doubt it. 

Mr. McHvuews. Why do you say that? 

Mr. Duce. Because you have to have experts on each area, and the 
xeople who are expert on the transportation and on the production 
im these cases are people inside the company. 

Mr. McHvueu. The question here, as I understand it, is only one 
of consolidating the individual company statistical data and making 
it part of a consolidated report. Isn’t that pretty much of a mechan- 
ical job that could just as well have been done by Government em- 
ployees, without the necessity 

Mr. Doce. Merely the consolidation ? 

Mr. McHoven. Yes. 

Mr. Doce. I would hesitate to say that, for the simple reason that 
there are different bases upon which the matter is reported and they 
have to be worked out. 

Mr. McHvuen. Do you mean to say that Government people obtain- 
ing this information would not be competent to know how to put it 
together so as to make the tables and the compilations usable? 

Mr. Duce. I don’t say they would not be competent but it would 
take them a much longer time and the matter was urgent. 

Senator O’Manoney. Mr. McHugh, may I intervene? 

T understand your testimony now, Mr. Duce, to be this: That al- 
thouch the Department of Justice had sugeested that the companies 
working together in MEEC should be prohibited from making avail- 
able to one another certain statistics with respect to their operations, 
you made no protest against it; is that right ? 

Mr. Duce. That is right. 

Senator O’Manoney. Your company made no protest against it? 

Mr. Duce. That is right. 

Senator O’Manonry. Because if the company had made a protest, it 
would have been made by you? 

Mr. Duce. That is right. 

Senator O’Manonry. You also testifv that in spite of the fact 
that you had no objection to that rule of the Attorney General. and 
made no protest about it, you tell the committee that it would have 
been practically impossible to administer the lift to Europe without 
the withdrawal or waiver of that provision ? 

Mr. Duce. Senator, I think you are drawing some conclusions from 
what I said which are—— 

Senator O’Manonry. No; I am just reciting your testimony, Mr. 

nee. T do not draw conclusions. 

Mr. Duce. You are not reciting my testimony. TI said it was ad- 
vantaveous. We then were faced with a case where we had to move 
ranidly. 

Senator O’Manoney. Yes, but nevertheless you made no protest. 

Mr. Duce. I made no protest ; no, sir. 

Senator O’Manoney. It made no difference to you. You were per- 
fectly satisfied so far as any action on your part was concerned ? 

Mr. Duce. You must remember we had a very special position in 
that, Senator. 
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Senator O’Manoney. That does not answer the question. Whether 
your position was special or not, you did not make any protest? 

Mr. Duce. I didn’t make any protest. 

Senator O’Manonry. When the question was addressed to you as to 
the operation, you testified that it was necessary for the efficient opera- 
tion of the European oil lift to have this information available? 

Mr. Duce. Senator, I said it was advantageous. 

Senator O’Manoney. All right; go ahead and present it. 

1 would like to have you do it. 

Mr. Duce. I thought I had. 

Senator O’Manoney. It does not seem so to me, sir. You have 
testified on two sides. 

Mr. Duce. Senator, as I understood 

Senator O’Manonry. Do you want me to have the reporter read 
your testimony to you? 

Mr. Duce. No, no. 

Senator O’Manonry. I know you don’t need that. You know what 
you testified. 

Mr. Duce. Thank you, Senator. What I thought Mr. McHugh was 
asking me about in the first place was the first report of the Attorney 
General, and I cannot remember all the details of it that came to my 
mind on the committee. 

Later it came up in the MEEC, which was set up to take care of a 
very urgent and pressing situation, to supply products to Europe and 
oil to Europe. 

In that time you must remember that the Suez Canal was closed, 
and, at the same time, the IPC pipeline was blown up, so we faced a 
very different situation. 

Senator O’Manoney. Mr. Duce, of course it is a very different sit- 
uation, but we are dealing with a simple matter of the exchange of 
information among the oil companies. 

The reason that the Attorney General did not want that exchange 
was because he was prosecuting some of these oil companies for cartel 
activities in Europe. He felt that the exchange of information would 
be an aid to cartel operation and, therefore, his recommendation was 
that that exchange of information should not take place. Do you have 
any feeling about that ? 

Mr. Ducr. About the cartel situation ? 

Senator O’Manonry. Would it or would it not aid cartel operations 
to have this information exchanged among the companies ? 

Mr. Duce. I don’t believe it would, Senator. 

Senator O’Manonry. Is the information commonly exchanged ? 

Mr. Ducr. No; it is not commonly exchanged, but as this kind of 
information is reported in countries by the governments them- 
selves 

Senator O’Manonry. What relationship does Aramco have with 
the companies which own the stock in Aramco, with respect to infor- 
mation of this kind? 

Mr. Duce. Of course, they know what we are doing, sir. 

Senator O’Manonry. I beg your pardon? 

Mr. Duce. I say they know what we are doing. They are share- 
holders in our company. : 

Senator O’Manonry. Exactly, and they do know what you are do- 
ing. Let’s get the list of those companies. 

90507—57—pt. 2-36 
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Mr. Duce. You do not need to, Senator. I will give you the names 
if you would like to have them. 

Senator O’Manoney. I am using this chart I have here because it 
is already in the record. The Arabian-American Oil Co. is jointly 
owned by 4 other members of the MEEC, these 4 being the Texas 
Co., 30 percent; Socony Mobil Oil Co., 10 percent; Standard Oil of 
California, 30 percent; Standard Oil Company of New Jersey, 30 
percent, so that Arabian-American Oil Co. is itself a member of 
MEEC and is associated with 4 other members ? 

Mr. Duce. That is right. 

Senator O’Manonry. These stockholders, the four other members— 
Texas, Socony Mobil, Standard Oil of California, and Standard Oil 
of Led Jersey—do have information with respect to your opera- 
tions? 

Mr. Duce. That is right; they are stockholders. 

Senator O’Manonery. All right, proceed, Mr. McHugh. 

Mr. McHuen. Mr. Duce, did Aramco feel that it was necessary 
that there be an industry chairman who acted as the chairman of 
the various committees of MEEC ? 

Mr. Duce. I do not remember that we had any specific ideas about 
that. 

Mr. McHven. Do you recall that the Attorney General recom- 
mended, and it was so adopted as one of the amendments of May 8, 
that there be a Government chairman of the various committees of 
MEEC? 

Mr. Duce. I think others felt very much more strongly about it 
than we did, but I don’t recall who they were. 

Mr. McHven. Did your company express any feeling at all con- 
cerning that — at the various meetings when this problem 
was discussed ¢ 

Mr. Duce. I don’t recall that there were. 

Senator O’Manoney. I have frequently heard that answer in hear- 
ings where the witnesses are under oath. 

Mr. Duce. Senator, a great number of people in the industry think 
that having these industry chairmen is the most efficient way of 
handling these committees in, what will we say, urgent situations? 
They certainly were during the war. 

Senator O’Manoney. I have no doubt about that at all, Mr. Duce, 
and in order that you may understand my concern about this, I will 
say to you that this country now has been at war or in a turbulent 

eace for almost 50 years, ever since 1917. 

World War II has not been settled yet, and the world is split be 
tween two dominant nations, the United States of America and Soviet 
Russia. 

To fight these wars we have been giving extraordinary powers to 
every President we have had beginning with Woodrow Wilson, powers 
that actually were the powers of Congress. We have not withdrawn 
these grants, because it has been necessary to have prompt action. 
But when you clothe the executive branch of the Government with 
arbitrary power, you are adopting for the purposes of war the totali- 
tarian methods of the dictators whom we are trying to conquer. 

If we are going to come back to the American form of government, 
we have got to find the way to reassert the power of Congress, and 
we have got to find the way to restore free enterprise about which we 
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talk so much, and avoid the establishment of the cartel system which 
is so common in Europe and so universally condemned in this country 
by everybody who occupies public office, legislative or executive. 

That is what is at the heart of this thing. 

Mr. Duce. Senator, let me say one thing about this. 

In the first place, I am not a constitutional lawyer. 

Senator O’Manoney. You don’t have to be a constitutional lawyer. 
All you have to do is to be an American 

Mr. Duce. Let me finish my sentence. 

Senator O’Manonery. To know that the legislative power belongs to 
the people. 

Mr. Duce. But the question between who has the power in here is a 
question between Congress and the executive branch of the Govern- 
ment, and I would not for a minute get involved in a discussion of that 
type. 

Senator O’Manoney. Go ahead, Mr. McHugh. 

Mr. McHveu. Mr. Duce, under the May 8 amendments of the Attor- 
ney General which were designed to prevent the disclosure of total 
production capacity of a particular country, if the effect were to 
disclose the identity of any particular company so as to prevent this 
revealing of individual company information to other members, how 
would it be possible for your company to continue in the voluntary 
agreement, since as I understand it, Aramco is the only company 
which does produce oil in Saudi Arabia? 

Mr. Duce. Sir, we publish our figures every year. 

Mr. McHvueu. So that information is available anyway; is that it? 

Mr. Duce. That is right. 

Mr. McHwuen. The total effect of this of course would be that your 
company figures were always made available, in other words, to the 
other members? 

Mr. Duce. They are made available to the public so far as produc- 
tion is concerned, they are made available to the governments. All 
you have to do is read the papers. Our monthly production we give 
to the press. 

Mr. McHvuau. Yes, but pursuant to the action required under the 
voluntary agreement, you are required to give future figures concern- 
ing capacity, production, et cetera; were you not ? 

Mr. Duce. As I recall, we were asked to give our capacity but not 
our future capacity. 

Mr. McHvueu. Weren’t you required to give estimates of your future 
production ? 

Mr. Ducr. The “avails,” the amount of oil that would be available. 

Mr. McHueu. At some date in the future, though, over a projected 
period of time ; was it not? 

Mr. Duce. I think the total avails were given in quarters if I remem- 
ber correctly, but I will get that figure for you. 

Mr. McHvueu. That would be for the quarter to come? 

Mr. Duce. That is right. That was, I might add, after the Attor- 
ney General had the companies exchange the information which I 
think was in late August. 

Mr. McHvueu. That was in late August, but from May 8 until late 


August your company continued as a member of the voluntary 
agreement ? 
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Mr. Duce. That is right. 

Mr. McHven. To reveal this kind of information; is that right ? 

Mr. Duce. AsI remember it, we gave it tothe Government. I can’t 
remember the exact details at the present time. I will get them for 
you, though. 

Mr. McHveun. I think that is correct; that under the requirements 
you were obliged to give that information to the Government. My 
point was that by so doing, in fact, you were making clear that these 
were the figures of Aramco which would be made available to all of 
the participating members of the voluntary agreement ? 

Mr. Duce. 1 don’t think there was any secret about our capacity. 

Mr. McHwuen. Mr. Davies, do you want to continue with your 
statement ? 

Senator O’Manoney. Mr. Davies, before you go on, I would like to 
ask Mr. Duce another question. 

Do you think there was no secret about your capacity ? 

Mr. Doce. That is right, sir. 

Senator O’Manonry. Was the capacity of any other company a 
secret to Aramco ? 

Mr. Duce. We did not look into it, Senator. We did not have any 
occasion to. 

Senator O’Manonery. Now, that isnot ananswer. Youand I know 
that is not an answer. Didn’t you, as a matter of fact, know what 
was going on throughout this whole Arabian Peninsula? 

Mr. Duce. The only thing we saw in regard to the Arabian Penin- 
sula was the published figures. 

Senator O’Manoney. Of other American companies? 

Mr. Duce. Yes; of other American companies; British companies. 

Senator O’Mawoneyr. Did you know anything about Texas, one of 
your stockholders ? 

Mr. Duce. Yes. 

Senator O’Manonry. Did you? 

Mr. Duce. Did I know anything about it? 

Senator O’Manoney. Yes; about its figures. 

Mr. Duce. No. 

Senator O’Manonrey. Did you know anything about Standard of 
California ? 

Mr. Duce. No. 

Senator O’Manonry. Did you know anything about Standard of 
New Jersey ? , 

Mr. Duce. No. 

Senator O’Manonery. Did you know anything about Socony Mobil? 

Mr. Duce. Except the published figures, no; I did not. 

Senator O’Manonry. They were your stockholders? 

Mr. Duce. That is right. 

Senator O’Manonry. Standard of New Jersey and Standard of 
California among them had 60 percent of your stockholdings ? 

Mr. Duce. That is right. 

Senator O’Manonry. And they never, never revealed to you any of 
the secrets of their operations in the Middle East? ‘ 

Mr. Duce. No, sir. 

Senator O’Manoney. It was a bounden secret behind locked doors? 

Mr. Duce. I can assure you they did not tell me. You are asking 
me. They did not tell me. 
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Senator O’Manonry. Proceed, Mr. Davies. 

Mr. Davies. Aramco—and, I believe, each other member of 
MEEC—was asked to become a member of each of MEEC’s seven 
subcommittees. I will mention some of the contributions Aramco 
has been making to the work of these subcommittees : 

1. To the Production Subcommittee, Aramco supplies forecasts of 
crude production and availability under various suppositions, fur- 
nishes information on facility limitations, and reviews possible meas- 
ures for making increased production available from Saudi Arabia. 

2. To the Refining Subcommittee, Aramco supplies tabulations 
showing the pir etn, yt charge rate, refined products output, spare 
capacity and type of crude run at its Ras Tanura refinery,and fur- 
nishes estimates of anticipated crude charge for future months for 
use in determining net crude available for export. 

3. To the Pipeline Subcommittee, Aramco supplies information on 
the capacity of pipelines in Saudi Arabia and of the Trans-Arabian 
Pa and has assisted in revisions to the Department of Interior’s 

ooklet on foreign pipeline systems, which had been compiled as of 
January 1, 1956. 

4. To the Statistical Subcommittee, Aramco furnishes estimates 

of demand for petroleum products in Saudi Arabia. 
5. To the Tanker Transportation Subcommittee, Aramco supplies 
data on loading conditions at the terminals, and has reported its 
tanker requirement for the transportation of petroleum products 
from the east to the west coast of Saudi Arabia. 

Mr. McHvueu. Mr. Davies, does Aramco own any tankers? 

Mr. Davies. No, sir; it owns no tankers. 

Mr. McHven. Then it is for the reasons set forth here that you 
are a member of the Tanker Subcommittee ? 

Mr. Davies. The loading conditions at the terminal; what the 
facilities are for taking care of tankers which come in there. 

Senator O’Manonry. Do you have any subsidiary corporations? 

Mr. Davis. No, sir. I take that back. We have. We have what 
we call the Aramco Overseas Co., which has nothing to do with 
transportation or production. It is a company which is engaged pri- 
marily in the purchasing of materials that we need in various parts 
of Europe and also Japan and Australia. You see, we have many 
kinds of currencies that we must utilize. Therefore we must en- 
deavor to—— 

Senator O’Manoney. Do you have any affiliated company or any 
subsidiary company that has anything to do with transportation? 
Mr. Davies. No, sir; transportation of oil, I take it, you mean? 

Senator O’Manonry. Yes; of course. 

Mr. Davies. That is right. You see this same company which I 
mentioned before, if I may just go ahead for a minute-—— 

Senator O’Manonery. How about Texas? 

Mr. Davies. They transport personnel. 

Senator O’Manoney. For Aramco? 

Mr. Davies. Yes; arrange for the transportation, shall I say? 

Senator O’Manoney. Do they transport any oil for Aramco? 

Mr. Davies. No, sir. 

Senator O’Manonery. How about Socony-Mobil ? 

Mr. Davies. Did you ask about Texas, Senator ? 
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Senator O’Manoney. Yes, sir. 

Mr. Davies. I was still talking about our company, Aramco Over- 
seas. Would you repeat your question about Texas Co.? 

Senator O’Manongy. Does the Texas Co. have any tankers that 
you use, Texas being one of your stockholders ? 

Mr. Davies. That Aramco uses? 

Senator O’Manoney. Yes. 

Mr. Davies. We have one haul that Aramco arranges for, and that 
is usually through the Texas Co. That is to haul the small amount 
of products that go from the east coast of Saudi Arabia around to 
the west coast. We charter that tanker. 

Senator ©’Manoney. How about Standard of California and 
Standard of: New Jersey, with respect to transportation ? 

Mr. Davies. We charter the tanker for that particular haul at 
the best place we can charter it. Sometimes it will be from one 
company, sometimes it will be from the other. 

Senator O’Manoney. What proportion of your tanker haulage is 
done by your stockholder companies or by their subsidiaries? 

Mr. Davies. Company-owned tankers? 

Senator O’Manonry. What proportion of Aramco’s oil is trans- 
ported by your stockholding petroleum companies or their subsidi- 
aries in their tanker ? 

Mr. Davtes. In their own tankers? 

Senator O’Manonry. That is right. 

Mr. Davies. I would not know that, sir. 

Senator O’Manoney. But they do transport ? 

Mr. Davtes. Yes. 

Senator O’Manonry. Do you know what proportion is transported 
in their leased tankers ? 

Mr. Davies. I would not know. 

Senator O’Manoney. But there is such transportation ? 

Mr. Davies. They do have chartered tankers; yes, sir. 

Senator O’Manonry. What proportion of your oil is transported in 
tankers which are not owned by your stockholding companies or any 
of their subsidiaries ? 

Mr. Davies. I would not know, sir. 

Mr. McHvuen. For purposes of making clear the situation, Mr. 
Davies, I wonder if you would explain to us at this point just how 
Aramco markets its oil and oil products ? 

Mr. Davies. Aramco markets its oil products locally within Saudi 
Arabia in its own name. The other marketing, all our other crude 
and products, are sold to our shareholder companies. 

Mr. McHveu. By that I understand you to say that the total output 
of Aramco is sold to your four stockholders ? 

Mr. Davtes. To 1 of the 4. 

Mr. McHveu. To 1 of the 4 stockholders ? 

Mr. Davies. Yes, or their subsidiaries. 

Mr. McHueu. Where do these sales take place ? 

Mr. Davies. At the loading port. 

Mr. Duce. That would be at Ras Tanura, and the AB pipeline. 
AB pipeline incidentally is the pipeline that connects Arabia and 
Bahrain. Wecall it the AB line. 

Mr. McHven. In connection with Senator O’Mahoney’s question 
concerning the subsidiaries or affiliates of Aramco in the transportation 
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field, would you explain what the relationship between your company 
and Tapline is? 

Mr. Davies. Tapline is a transportation company, and it transports 
Aramco’s oil to Sidon, where it is sold to the same shareholding 
companies. 

Mr. McHven. Pipeline company ? 

Mr. Davies. No,at Sidon. That isthe end of the terminal. 

Mr. McHveu. It isa pipeline company ? 

Mr. Davres. Yes, sir. 

Mr. McHuen. How is that owned ? 

Mr. Davirs. The same ownership as Aramco. Thirty percent by 
Standard of California, 30 percent by Standard of New Jersey, 30 
percent by Texas Co., and 10 percent by Socony Mobil. 

Mr. McHueu. How are your pipeline transportation costs figured 
in connection with your sales to 1 of the 4 companies to. whom you 
make your sales ? 

Mr. Davies. The transportation costs ? 

Mr. McHuen. Yes. 

Mr. Davies. Tapline computes the transportation costs and bills 
Aramco. Then Aramco in turn bills each of the offtaker companies 
for the transportation on the amount of oil that they purchase. 

Mr. McHueu. So the price at which you sell to 1 of the 4 companies 
is a price which includes the cost of transportation as billed to you 
by Tapline. 

Mr. Davies. Yes; plus the cost of transportation. 

Mr. McHueH. Have any other American companies ever pur- 
chased oil products from Aramco besides the four stockholders ? 

Mr. Davies. In the early days Aramco sold some crude and prod- 
ucts other than the four offtakers. That was prior to the time there 
were four shareholding companies; yes, sir. 

As to selling them to American companies, I do not recall that there 
were any American companies. You asked the question I think as to 
American companies. I don’t recall any. 

Mr. McHvueu. Will you give us the date when the four companies 
acquired their present percentage ownership in Aramco ? 

Mr. Davies. Shall I go back and recite a little of the history ? 

sony McHvueu. Perhaps if you gave a little of the history, it might 
clear it up. 

Mr. Davies. Standard Oil Company of California was the original 
company to obtain the concession in Saudi Arabia back in 1933. 
After obtaining that concession, they organized a company to operate 
that concession called the California-Arabian Standard Oil Co., which 
company operated out there, carried on exploration work, drilling 
and so forth, and by 1936 it appeared that the amount of oil which was 
being developed was more than the markets of Standard of California 
could absorb, and a half interest was sold to the Texas Co. 

That was in the middle of 1936. 

Mr. McHucu. Prior to this, what type of concessions were obtained 
by Standard of California from the Saudi Arabian Government? 

Mr. Davies. What type of concessions ? 

Mr. McHvucu. What was the nature of the concessions? 

Mr. Davies. A concession to carry on all the operations having to 


do with the discovery, development, sale, transportation, marketing 
of crude oil. 
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Mr. McHvcn. Was that on an exclusive basis? ; 

Mr. Davies. On an exclusive basis except for marketing within 
Saudi Arabia. 

Mr. McHveu. For what period of time was that concession to run? 

Mr. Davies. For 60 years, 1933 to 1993; yes, that is right. 

Mr. McHven. Will you continue then with your explanation of 
this history ? 

Mr. Davies. Then developments continued on after Texas Co. came 
in and we continued to develop—— 

Mr. McHvueu. Excuse me; at this point we should make clear what 
was the basis of the division of profits between Standard of Califor- 
nia and Saudi Arabia? 

Senator Wizey. Stock interest, you mean ? 

Mr. Davies. Fifty percent. It was 50-50 between the Texas Co. 
and the Standard of California. 

Mr. McHvueun. No, my question is what were the arrangements 
made as part of the concession concerning the profits or the interest 
which Saudi Arabia was to have in the development of this oil? 

Mr. Davies. They had a royalty interest. 

Mr. McHven. How much? 

Mr. Davies. Four shillings gold per ton. 

Mr. McHvuen. What percentage would that be of the net profit of 
the operation ? 

Mr. Davies. Of the net profit or of the value? 

Mr. McHveu. Give it to us ‘either way. 

Mr. Davies. Of course prices were changing. That amounted to 
about 21 cents a barrel. 

Mr. McHvuen. About 21 cents a barrel ? 

Mr. Davies. Yes. 

Mr. McHveu. Of oil that was selling for how much a barrel at 
that time ? 

Mr. Davies. This was back in 1936. I would say it was, I would 
guess that oil was selling at that time at about $1 a barrel. 

Mr. McHvueu. Roughly 20 percent ? 

Mr. Davies. Will you continue then? 

Mr. Duce. Might I make a suggestion here? 

You said of the profit ? 

Mr. McHueu. Yes. I asked in terms of the profit. 

Then will you explain what percentage of the total per barrel 

rice of the product? That is the term in which you gave us the 
gure, is that it? 

Mr. Davies. The figure I gave you was the royalty as related to the 
price at which we sold the oil. 

Mr. Mceevuau. You were explaining about the history of the com- 
pany. 

Mr. Davies. We continued to develop more oil out there, Mr. Mc- 
Hugh, and in 1946 the negotiations were commenced for the coming 
into the company of the Standard of New Jersey and the Socony 
Mobil and that was consummated early in 1947 as I recall. That is 
the history of the manner in which the four shareholding companies 
acquired their interests. 

Mr. McHveu., Then it was early in 1947 that the 30-30-30-10 per- 
cent share interest of the present 4 companies was fixed ; is that correct ? 

Mr. Davies. Yes, sir. 
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Mr. McHveu. Since that time, I understand from your testimony, 
Aramco has made no sales to any other American companies ‘ 

Mr. Davies. Aramco itself, no; no, sir. 

Mr. McHvenu. At 1947 and following it was there an arrangement 
made concerning the proportionate amount of oil or oil products which 
would be sold by Aramco to its four stockholders? Was that fixed ? 

Mr. Davies. They have an paren to purchase oil from Aramco in 
their purchase percentage which is their stockholding percentage. 

Mr. McHvau. Have each of the four companies since 1947 exercised 
their option in accordance with the full rights which are allowed them 
under that option ? 

Mr. Davies. Not exeactly in those percentages; no, Mr. McHugh. 

Mr. McHveu. Do they approximate it ? 

Mr. Davies. No. They vary up and down. At one period one 
company will be what we call an overlifter and another an underlifter, 
and it will shift from one side to the other as their requirements 
change. They are, of course, as you know, in very severe competition 
with one another. 

Senator O’Manonry. Competition ? 

Mr. Davies. Yes. 

Senator O’Manoney. Where? 

Mr. Davies. All over the world, sir. 

Senator O’Manonry. Then let me ask you this: Do I understand 
that the California-Arabian Oil Co. 

Mr. Davies. It has now become the Arabian-American Oil Co. 
I did not give that date of change. 

Senator O’Manoney. Yes, know. That was the original company. 

Mr. Davies. California-Arabian Standard Oil Co., called CASOC 
for short. 

Senator O’Manonry. And it had to get a partner? 

Mr. Davies. A partner? 

Senator O’Manoney. Yes, had to get a new owner, a part owner. 

Mr. Davies. We had more oil than the Standard of California 
thought it could market. 

Senator O’Manoney. And so it got a new owner to sell its oil? 
Is that right ? 

Mr. Davies. To help sell Aramco’s production. 

Senator O’Manonrey. Was there not sufficient demand ? 

Mr. Davies. There was demand, but the Standard of California 
was not established and set up in areas in which the Texas Co, was 
set up. They had a great demand in what was termed the area east 
of Suez. 

Senator O’Manonry. Who took the initiative ? 

Mr. Davres. But they had no production there. 

Senator O’Manonry. Who took the initiative to bring about this 
sale of a stock interest, California-Arabian or Texas? 

Mr. Davres. It was not California-Arabian; no. It was either 
the Standard or the Texas Co., and which one of those two I don’t 
know. 

Senator O’Manonry. When I said “California-Arabian,” I meant 
California-Standard-Arabian which was the original company. 

Mr. Davres. I am talking about Standard of California which was 
the original 100-percent owner. 
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Senator O’Manonry. Yes; owner of the California-Standard- 
Arabian. 

Mr. Davies. All right; California-Arabian—let’s call it Casco like 
we call the present company Aramco. 

Senator O’Manoney. That was a wholly owned subsidiary Cali- 
fornia Standard? 

Mr. Davies. To start with. 

Senator O’Manoney. That is right, precisely; but now what I am 
getting at is this: I understand your testimony to be that Standard 
of California. felt it could not market this oil that you were getting 
in Saudi Arabia? 

Mr. Davies. That is right, sir. 

Senator O’Manoney. Was it California that took the initiative 
in bringing Texas in or did Texas take the initiative to get in? 

Mr. Aires. I could not answer that question. I really don’t know. 

Senator O’Manoney. Is there anybody associated with you who 
can answer it? Mr. Duce, can you answer that question ? 

Mr. Duce. No, I cannot, Senator. 

Senator O’Manoney. Can you find out for the committee? 

Mr. Duce. This goes way back in history. 
cee O’Manoney. You are a good historian. I know you of 
old. 

Mr. Duce. Well, I know you of old, Senator, but I don’t think I 
could find out because these things are—— 

Senator O’Manonry. How did Standard of New Jersey come in? 
Did it come in by invitation of California or did it break its way in? 

Mr. Duce. I would have to answer that the same way, that I do 
not know, Mr. Senator. 

Senator O’Manonry. When was that deal made? 

Mr. Davies. In 1947. 

Senator O’Manoner. Where were you in 1947? 

Mr. Davies. In 1947 I was in San Francisco and in Arabia. 

Senator O’Manoney. In what employment ? 

Mr. Davies. Working for the Arabian-American Oil Co. 

Senator O’Manoney. Were you in a position of executive impor- 
tance at that time? 

Mr. Davtes. I was a vice president at that time. 

Senator O’Manoney. You wish the committee to understand -hat 
though you. were a vice president, you don’t know how Standard of 
New Jersey happened to get in? 

Mr. Davies. I do not know which one made the first approach; 
no, sir. 

Senator O’Manoney. Bui do you know how they happened to 
get in? 

Mr. Davies. That is what I say. 

Senator O’Manonery. You don’t know that? 

Mr. Davies. No. 

Senator O’Manoney. Good. 

This is the way it looks to me as an ordinary person: Standard of 
California got this exploratory concession, created a special subsidiary 
corporation which it owned wholly to carry on the explorations. It 
found the oil in great quantities. It had a wonderful bonanza, and 
for some strange reason instead of trying to sell this oil itself and 
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take all the profits, it brought some new owners into the business. 
That seems to me to be an utterly new sort of a procedure. 

I will address this question both to you, Mr. Davies and to Mr. Duce, 
isn’t it a fact that you just could not resist Standard of New Jersey 
when it came knocking on the door? You just said “Come on in, 
boys”? Didn’t you say that? 

Mr. Davies. Mr. Senator, I have already told you that I do not know 
what led up to that transaction. 

Senator O’Manoney. Will you look up the records please and let 
the committee know? 

Mr. Davies. We will try to find the information. 

Senator O’Manoney. Let’s have the complete history of how these 
other companies came into this great bonanza, and why. 

Mr. Davies. We will certainly endeavor to develop that informa- 
tion for you. 

Senator O’Manoney. The picture that you have painted for us this 
morning is simply this: Standard Oil of New Jersey is the largest oil 
company in the world. Its assets as of 1955, December 31, according 
to Standard & Poor, amounted to $7,164 million. Now they are over 
$8 billion. It is the wealthiest oil company in the world, and of course 
being a member of MEEC, it is the richest and wealthiest on MEEC, 
the committee of big oil companies selected by the Government to 
carry on this operation. 

The second richest company in this list is Socony Mobil. Its assets 
amount to $2,361 million, plus, as of December 31, 1955. The Texas 
Co. ranks No. 4 with assets of $2,144 million plus, and Standard Oil 
of California ranks No. 5 with assets of $1,855 million. 

These four companies suddenly turn up as partners of Standard Oil 
of California in running this big bonanza, and we are expected to 
believe that these big four knew nothing about one another’s opera- 
tions, though they were partners in the biggest operation in the world. 

Mr. Davies. All I would like to add to that, Mr. Senator, is that they 
are partners in the operations of Aramco and thank God they are 
because they have certainly helped Aramco. But outside of that they 
are in strict competition with each other so far as I am able to deter- 
mine from Aramco’s position. 

Senator O’Manonry. They know nothing about one another’s 
operations? 

Mr. Davies. I would not know anything about that whatsoever, but 
I do insist that they are in strict competition. 

Senator O’Manoney. Do you have any division of territory among 
these four? 

Mr. Davies. Division within Saudi Arabia ? 

Senator O’Manoney. No; within the market. 

Mr. Davies. Senator, how would I know? 

Senator O’Manoney.. You occupy a very important position. 

Mr. Davies. In Aramco, which is a producing company in Saudi 
Arabia. 

Senator O’Manoney. Mr. F. A. Davies, you are chairman of the 
board of directors of Arabian-American Oil Co. ? 

Mr. Davies. Arabian-American Oil Co.; yes, sir. 

Senator O’Manonry. If you want the record to show that you know 
nothing about the operations of your four big stockowners, that is 
your choice. 
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Mr. Davies. That is just exactly what I want the record to show. 

Senator O’Manonry. I have before me this story of the Middle East 
Oil Development published by the Arabian-American Oil Co. in 
March 1956, and I read for the record from page 32. 

Mr, Davies. Is that our annual report? 

Senator O’Manonry. That is your report. 

Mr. Ducs. That is the Middle East oil? 

Senator O’Manonry. This is a document, the fourth edition of Oil 
in the Middle East. There is a table of contents, chapter 1 of which is. 
entitled “Oil in the Middle East,” chapter 2 of which, strangely 
enough, is entitled “Historical Background, ” of which the officers 
here present know nothing. 

I advise you to read your own brochure. [Reading :] 

At the end of the war Aramco was in a favorable competitive position to 
handle the rising postwar demand for crude oil and refined products. 

You notice that, “The rising postwar demand.” 

Mr. Duce. You are quite right, Senator. 

Senator O’Manoney (continuing) : 


The Dhahran-Ras Tanura complex of production refineries and terminal 


facilities was functioning smoothly and the Abquaiq field was ready to be 
brought into production. 


On the other hand, the company was faced with the necessity of investing 
large amounts of capital for the essential expansion of production and auxiliary 
facilities, and with the need to develop marine terminals and marketing outlets 
commensurate with the Saudi Arabian productive capacity, both problems were 
involved through intercompany discussions among Standard of California, 


Texas, Standard of New Jersey, and Socony Vacuum, now the Socony Mobil 
Oil Co., Inc. 


The latter two companies guaranteed certain bank loans to Standard of 
California and Texas pending the outcome of the intra-IPC dispute over the 
Red Line agreement. 

Do you know about the Red Line agreement ? 

Mr. Davies. I know of the Red Line agreement. 

Senator O’Manonery. Mr. Duce nods his head, Mr. Reporter, mean- 
ing yes. 

Subsequently the agreement was dissolved, and in December 1948 Standard 
of New Jersey and Socony Vacuum became participants in Saudi Arabian con- 
eession. Shareholdings in Aramco then became Standard of California, 30 


percent; Texas, 30 percent; Standard of New Jersey, 30; Socony Vacuum, 10 
percent. 


Meanwhile Standard of California and Texas had been able to go ahead with 
their Tapline and Aramco programs. 

There is your picture. It was a combination of four of the largest 
corporations in the world. You wanted more capital. This was an 
easy way to get more capital, of course, to get it from what might 
be a competing company. 

Mr. Davies. If I gave you the impression, Mr. Senator, that I 
thought I did not know that this arrangement came out through 
intercompany discussions, I am sorry because I did not mean that. 

You asked me if I remember correctly who went to whom, who 
knocked on whose door. 

Senator O’Manoney. That is right; I did. 

Mr. Davres. And that did not add anything to that. 

That did not educate me in anything. 

Senator O’Manonry. Go to the man who wrote that book, will 
you? 
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Mr. McHveu. Do I understand, Mr. Davies, from your original 
testimony that in 1947, when the three other participating members 
were brought in, it was not for the purpose of obtaming additional 
capital. It was because of the fact that Standard of California did 
not have the market capacity to absorb the total output of Saudi 
Arabia at that time, is that right? 

Mr. Davies. It was two others that came in at that time and it was 
not just Standard of California. It was Standard of California and 
Texas prior to that time. 

Mr. McHucu. Whoever else they brought in ? 

Mr. Davies. Yes; you said two companies. 

Mr. McHueu. Whatever the companies are, I understand your 
testimony to be it was not for the purpose of getting additional capi- 
tal but because of the fact that the existing owners of Aramco, or 
whatever the name of the company was at the time, did not have the 
market capacity to absorb the total output of Saudi Arabia as of that 
date; is that correct ? 

Mr. Davies. The understanding I have of the situation that existed 
at that time was that they did not have the areas in which to market 
the amount of oil that was needed, I mean that was available. 

Mr. McHvuen. Did Aramco take steps on its own to determine 
whether or not it could sell on the open market to sufficient customers 
so as to take up the balance which Standard of California was not 
able to dispose of ? 

Mr. Davies. No. Aramco did not have a marketing organization. 
I will correct that. They had a small organization which was de- 
veloping small markets of oil, some in South America, some in 
Japan, and they were not able or had not succeeded in obtaining the 
markets which it appeared necessary to have. 

Mr. McHwueu. Was any determination made on the part of Aram- 
co to seek ways of marketing its own oil on the open market before it 
decided to bring in these additional stockholders ? 

Mr. Davres. Insofar as I have just told you of. We were develop- 
ing those markets, yes, but these other markets—it was certainly 
economical, it seemed, to bring in a company which had the markets 
already developed. 

There is no use duplicating that. 

Mr. McHveu. I believe you used the term “insofar as these com- 
panies already had the market or the market capacity.” 

What do you mean by that ? 

Mr. Davies. They were selling oil in areas where the other com- 
panies were not and also had customers in the same areas where the 
other owners were selling the oil, so they had the readymade demand 
for the oil. 

Mr. Cuumeris. Mr. Chairman, I think when Mr. McHugh asked 
the question, he used 1947. Texas Co. came in in 1936 as I under- 
stand it. 

Mr. Davres. That is right. 

Mr. Cuumeprtis. And then the other two companies came in in 
1947, and that might make a difference between the question and 
the answer. I thought I would raise that to clarify it. 

Mr. Davies. That is when I said the two came in in 1947 and Texas 
had already come in in 1936. 
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Mr. McHveun. Isn’t it true that the effect of the arrangements as 
consummated in 1947 is to divide up the total production of Saudi 
Arabia among the four companies, and to give the participating stock- 
holders more control or absolute control over the price at which Saudi 
Arabian oil is being sold ? 

Mr. Davies. As I said, they have the call on the oil that Arabia 
produces, yes, the oil that Arabia produces goes to those four com- 

anies, 
Mr. McHwuen. And all other American companies are excluded 
from access to this oil ? 

Mr. Davies. They are under the present arrangement, yes, sir. 

Mr. McHven. Is it also true that for 

Mr. Davies. Let me say they are excluded from coming to Aramco 
direct. They are not excluded from it certainly. They can go to 
any one of these offtaker companies and obtain their oil. 

Mr. McHvueu. They would have to go to 1 of the 4 offtaker com- 
panies. They have no right to negotiate with Aramco and make 
their own price, is that correct ¢ 

Mr. Davres. If Aramco has inquiries, they are referred to the-—— 

Mr. McHvueu. To 1 of the 4 companies? 

Mr. Davies. To the 4 companies and then they can deal with the 
1 they wish, of course. 

Mr. McHvueun. The 1 of the 4 companies to whom—— 

Senator O’Manonry. All of the four companies. 

Mr. McHueu. All of the four companies ¢ 

Mr. Davies. That is right. 

Mr. McHven. Isn’t it a fact that for a considerable period of time 
the price at which Aramco sold petroleum products to these four 
companies was the posted price as set by the offtaker company ? 

Mr. Davies. I want to be sure I get your question correctly, Mr. 
McHugh. Would you mind repeating it ? 

Mr. McHven. Isn’t it true that for a considerable period of time 
the price at which petroleum and petroleum products were sold by 
Aramco to the 4 stockholders was the posted price as set by these 4 
companies ? 

Mr. Davies. No, sir. 

Mr. McHvueu. That was never so? 

Mr. Davies. No. The price at which Aramco sells to the offtaker 
companies is set by the board of Aramco. 

Mr. McHuen. That is as of the present time? 

Mr. Davres. Yes, sir. 

Mr. McHveu. Has that always been true? 

Mr. Davies. Since I can remember, certainly since there were four 
owners. 

Mr. McHvuen. I refer you, Mr. Davies, to the accountant’s certifi- 
cate, financial statement ending for the year December 31, 1955, sub- 
mitted to this committee under subpena. 

This document has already been made a part of the record. I be- 
lieve this was submitted pursuant to a letter requested by the com- 
mittee. 

Mr. Davies. Yes; I think so. 

Mr. McHven. On page 1 under the paragraph No. 2, entitled 
“Saudi Arabia Income Taxes,” it reads —— 
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Mr. Davies. Wait a minute; I have not found it yet. 

Mr. McHueu. On page 1 of the narrative following the statement. 
Mr. Davies. Yes, sir. 

Mr. McHvuen (reading) : 


The company’s liability for Saudi Arabian income taxes has been settled by 
agreements between the company and the Saudi Arabian governments for all 
periods through October 5, 1953. 


During 1955 the company adopted as of October 6, 1953, revised basis for the 


determination of billing values and relative revenues for crude oil and refined 
products delivered to the offtakers. 


Deliveries made for the period from October 6, 1953, through December 31, 
1954, had previously been based on offtake prices for crude oil and the crude-oil 
equivalent of refined products established as of July 27, 1953. 

The revised selling prices were based on the offtakers’ posted prices for sta- 
bilized Arabian crude oil at Ras Tanura and adjusted for a price reduction 
of 5 cents per barrel for unstabilized crude oil and an allowance of 2 percent pro- 
vided for the offtakers’ marketing services. 

Mr. Davies. That is true. 

Mr. McHveu. I wonder if you would explain to us just what this 
revision is that is referred to here. 

Mr. Davres. As it says here, the price is based on the offtake price, 
the price that had been paid up until agreement made in 1955 was a 
certain discount off of the offtake price. 

Mr. McHvueu. That is the offtake price as set by the offtake com- 
panies? 

Mr. Davies. Yes, sir. 

Mr. McHvan. That is not the price set by Aramco ? 

Mr. Davies. Aramco’s board agrees on this; yes, sir. 

Mr. Mcliveu. I believe you are saying something different now. 
Aramco’s board agrees to pay the price set by the offtake companies ? 

Mr. Davies. No; that is not right. Aramco’s board sets the price at 
which they will sell, and it happens at this time because of pressures 
brought upon Aramco by the Saudi Arabian Government that it is the 
posted price. 

Senator O’Manonry. Whosits on the board of Aramco? 

Mr. Davirs. There is no secret about that, Mr. Senator. 

Senator O’Manoney. Iam sure there is not. 

Mr. Davies. There are 13 members of the board. 

Senator O’Manonry. How many represent Standard of New 
Jersey / 

Mr. Davies. Three. 

Senator O’Manonry. How many represent Standard of California ? 

Mr. Davies. Three. 

Senator O’Manonry. How many represent Texas ? 

Mr. Davres. Three. 

Senator O’Manonry. How many represent Socony Mobil 

Mr. Davies. One. 

Senator O’Manoney. Those members of the board knew something 
about how to fix the price, didn’t they ? 

Mr. Davies. Fix the price? 

Senator O’Manonery. Do you think they overlooked their own in- 
terest, or did they fail to take part in this decision as to what the 
price should be? 

Mr. Davies. The price at which Aramco sells the oil is determined 
by Aramco’s board of directors in the best interests of Aramco. 
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Senator O’Manoney. Do members of the board of directors repre- 
senting these four owners who are themselves oil companies, anxious 
to buy oil at a low price, decline to vote in the consideration of this 
question because of conflict of interest? 

Mr. Davies. Iam afraid I will have to ask that question to be repeat- 
ed, Mr. Senator. 

Senator O’Manoney. I thought that question would be obvious to 
anybody, Mr. Davies, but I will repeat it again. 

Tere are four companies which own Aramco, They have members 
of the board of directors there. As separate companies they are anx- 
ious to buy oil at the lowest possible price. Did they abstain from 
voting when the board of directors of Aramco decided what the price 
should be? 

Mr. Davies. No, sir. 

Senator O’Manoney. I did not think they would. 

Mr. Davies. They did not. 

Senator O’Manoney. Go ahead, Mr. McHugh. You have answered 
my question, Mr. Davies. 

Mr. Davies. I don’t quite understand. 

Senator O’Manoney. I will tell you frankly the impression this 
whole story makes on me by the words out of your own mouth and by 
the records that are here, that Aramco operates an exclusive concession 
which, when it was originally obtained, was exclusive to the Cali- 
fornia-Standard, which has now become a partnership arrangement 
with three other oil companies who have come in as the pool grew 
better. 

The explanation made by Standard of New Jersey and by Aramco 
in this background book as published is that you needed capital, where- 
as it must be obvious to anybody who knows anything about the in- 
terest of private investors in oil stocks that they would have bought 
this stock upon the New York Stock Exchange for almost any price 
you were willing to pay in order to participate in the bonanza, but you 
did not put it on the market for sale. You did not seek to borrow the 
money by ordinary methods. You got it from other companies which 
had been operating in the Middle East, the biggest in the world. 

Mr. Davies. Operating in the Middle East and marketing world. 
wide. 

Senator O’Manoney. That is right. 

Mr. Davies. Yes, sir. 

Senator O’Manoney. You were dividing up the production; you 
were doing the things against which the antitrust law was originally 
conceived. That is all there was to it. 

Mr. Davies. And it was determined in the Aramco board meeting 
that the price which Aramco would sell to each of the offtaking com- 
panies was the posted price of each of those companies. 

Mr. McHveu. It was the posted price of each of those companies ? 

Mr. Davies. Yes, sir. 

Senator O’Manoney. May I interrupt, please ? 

I am advised that Senator Hennings has come in with the Ambas- 
sador to Saudi Arabia. 

Senator Hennines. Mr. Chairman, Ambassador Wadsworth. 

Mr. Davies. Mr. Ambassador, I welcome you. 

(Off the record.) 
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Mr. McHvueu. Mr. Davies, you spoke of certain pressures in the 
Saudi Arabian Government which were behind this revision of prices. 

Would you explain what those pressures were at that time? 

Mr. Davies. They were insisting that they were entitled to a great- 
er return from the sale of the oil in Saudi Arabia. 

Mr. McHveu. Did this have anything to do with the arrange- 
ments at approximately the same time which resulted in the Iranian 
consortium ¢ 


Mr. Davtes. Did this have anything to do with the formation of 
the consortium, Mr. McHugh? 

Mr. McHucu. These revised prices which you were speaking of 
which occurred at about that time, were they in any way related 
to the Iranian consortium and the pressures which brought that 
about ? 

Mr. Davies. The Iranian consortium was formed a couple of years 
before that. In 1953; wasn’t it? 

Mr. McHwuaun. It was formed in 1954. That is approximately the 
same time you are speaking of here, is it not? 

Mr. Davis. This settlement was made in 1955. 

Mr. McHueu. My question is whether or not these revised prices 
that are described in this financial statement were in any way related 
to the arrangements which resulted in the formation of the Lranian 
consortium. 

Mr. Davies. I think not. I know of no relation; no. 

Mr. McHueu. Will you continue with your statement, Mr. 
Davies? 

Mr. Davtes. Second, with regard to my company’s place in the 
oil industry. Arabian American Oil Co. is an American corporation 
incorporated in Delaware. It has offices in New York and Wash- 
ington, but its operations are directed to the production of petroleum 
and petroleum products in the Kingdom of Saudi Arabia for use in 
and export from that country. Activities outside of Saudi Arabia 
are in support of this objective; our earnings reflect this objective. 

Our area of operations in Saudi Arabia are currently estimated 
to represent about 25 to 30 percent of known oil reserves in the Mid- 
dle East and about 15 to 20 percent of known reserves in the free 
world. In addition these reserves represent the principal natural 
resources of Saudi Arabia. 

Senator O’Manonry. Would you be good enough to file with the 
committee a copy of the charter of the company ¢ 

Mr. Davies. The concession agreement, sir? 

Senator O’Manonry. No; the charter issued by the State of Dela- 
ware which has no jur isdiction over for eign commerce. 

Mr. Davies. Oh, the articles of incorporation. 

Senator O’Manoney. If you please. 

Mr. Davies. Our area of operations in Saudi Arabia are cur- 
rently estimated to represent about 25 to 30 percent of known oil 
reserves in the Middle East and about 15 to 20 percent of known 
oil reserves in the free world. 

In addition, these reserves represent the principal natural re- 
source of Saudi Arabia. Accordingly, our operations are of prime 
concern to the Saudi Arab Government. 


They are a major concern of the free world, of the United States 
90507—57—pt. 2——37 
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in its search for peace and the power to maintain peace and of the 
consuming countries who purchase production as high as a million 
barrels per day. We seek to serve these various interests. They 
are not incompatible. They are interdependent. We seek, too, to 
serve our employees, some 20,000 including some 13,000 Saudi Arabs, 
some 2,850 Americans currently resident in Saudi Arabia, and our 
ultimate stockholders. 

Our immediate stockholders consist of four major American enter- 

rises: The Standard Oil Company of California, the Texas Co., 
he Standard Oil Co. (New Jersey) and Socony Mobil Oil Co., Inc. 

As is well known, these enterprises represent hundreds of thousands 
of individual stockholders, including insurance and pension funds, 
and the endowments of a multitude of charitable and educational 
facilities. 

We represent a conspicuous success in the worldwide search for oil. 
Our production in 1956 was some 360 million barrels. Our success, 
however, was no foregone conclusion. Some $8 million were invested 
in Saudi Arabia before the discovery of commercial oil. It was not 
until 1947 some 14 years following our entry into Saudia Arabia that 
we paid our first dividend. 

ur earnings are taxed by the Saudi Arab Government. In mak- 
ing our United States tax returns we take both the depletion allow- 
ance and the foreign tax credit. These allowances have been allowed 
under our tax laws for years and are entirely appropriate in the cir- 
cumstances. 

Our reserves are a wasting asset the same as any other mineral re- 
serve. Our production is all in Saudi Arabia and the Saudi Arab 
Government, while fully appreciative of our American status and of 
friendly relations with the United States views our operations as 
Saudi Skies from the fiscal point of view ; and there we have to live. 

I may say, however, that our contribution to the welfare of the 
United States and the free world is not inconsiderable. We repre- 
sent a major American interest abroad. We have in the course of our 
operations made a major contribution to the development of an unde- 
veloped area. 

We have created an American interest in a vital resource and in 
a vital area in the present world struggle. We are proud of our 
accomplishment. Nor is our contribution entirely intangible. Our 
profits are not for ourselves alone. They find their way in the course 
of business to the multitude of ultimate stockholders all over the 
United States who is their turn are subject to all United States taxes 
applicable to their incomes. 

In conclusion of this brief statement, I would remind the commit- 
tee again that while we are Americans we are producing oil in Saudi 
Arabia. We must live in Saudi Arabia and the Middle East, if we 
are to live at all. We must respect the culture and aspirations of the 
area. 

All this must be understood and appreciated in any examination of 
our policies and activities. Aramco and its stockholders are not alone 
in the area nor would our vast reserves lie idle were we to fail. 

We seek no special privilege but I submit as an American and with 
a conviction bred of some 25 years’ experience in the oil industry of 
the Middle East that we serve in full measure the interest of both the 
United States and Saudi Arabia. 
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Senator O’Manonry. What do you mean you seek no special privil- 
ege? Isn’t the concession with Saudi Arabia a special privilege / 

Mr. Davies. It isa concession agreement which 

Senator O’Manoney. It is an exclusive property of your company ¢ 

Mr. Davies. Yes, it is an exclusive concession for the development 
of the oil resources in that portion of Saudi Arabia. _ 

Senator O’Manoney. And you having that exclusive privilege there, 
you shared it with 3 other major companies, first taking Texas in and 
then taking 2 others? . 

Mr. Davins. Aramco did not share it, no, sir. Standard Oil of 
California brought in these other companies; yes, sir. 7 

Senator O’Manoney. Oh, yes. Aramco was a subsidiary of Stand- 
ard of California. 

Mr. Davies. Yes, sir; that is right. 

Senator O’Manonry. It was Standard of California, and not 
Aramco, who decided to bring in these other companies, that is right. 
is it not? 

Senator O’Manonery. That was at a time when, as you say here, for 
Aramco—lI am reading from page 6— 


We represent a conspicuous success in the worldwide search for oil. 


That was the status, that was the lodestar that drew the Standard 
of New Jersey and Socony Mobil into this great new discovery; 
wasn’t it. 

Mr. Davies. We were a success, I think, at that time, and I think we 
are more of a success in the development of our oil today. 

Senator O’Manonery. Don’t you concede to me that you might have 
gotten the capital elsewhere without much trouble ? 

Mr. Davies. I think the arrangement that was made, Mr. Senator, 
bringing in those other companies, resulted in the greatest benefit to 
the United States, and, may I say, to Saudi Arabia and to Aramco. 

I think the results of that arrangement is what has permitted the 
production in Saudi Arabia to go as rapidly as it has. 

Senator O’Manonry. Isn’t it a fact that Standard of New Jersey 
had to secure a release from the Red Line Agreement in order to go 
in? 

Mr. Davirs. No, sir. Standard Oil Company of California, not 
being a participating member in the IPC, was not bound by the Red 
Line Agreement. 

Senator O’Manoney. You misunderstood my question. 

I was referring to the Standard Oil of New Jersey. Did not the 
Standard Oil of New Jersey have to find release from the Red Line 
Agreement to become a partner in this very right oil field in Saudi 
Arabia ¢ 

Mr. Davies. There were certain rulings that had to be obtained, yes, 
sir; and I don’t know the detail of them. 

Senator O’Mauonry. In order that the record may be clear on this 
point, I want to read a little extract from a memorandum published 
by the Standard Oil Company of New Jersey. 

It is entitled “Standard Oil Company New Jersey and Middle East 


Oil Production, a background memorandum company policies and 
actions, Revised Edition, 1954.” 
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This is what is written: I will read itall: 


One of the most promising sources of supply in the Middle East was Sandi 
Arabia, and participation by Standard Oil Company of New Jersey in the 
development of the Arabian-American Oil Co. concession there seemed advan- 
tageous for several reasons. 

The concession holders needed additional capital and facilities to expand 
and build a thousand-mile pipeline in the Mediterranean, while Standard Oil 
Company of New Jersey needed more crude for its established markets in the 
Eastern Hemisphere. 


In addition, it seemed likely that the Saudi Arabian Government would 
approve wider American participation in Arabian-American Oil Co. The changes 
in the restrictive features— 


observe the language— 


the changes in the restrictive features of the original group agreement made it 
possible for Standard Oil Company of New Jersey to announce in December 
1946 agreement in principle to acquire a 30-percent interest in Arabian- 
American Oil Co. Socony-Vacuum Oil Co., Inc., also announced its intention of 
acquiring a 10-percent interest. 

Agreements admitting the two new shareholders with Arabian-American Oil 
Co. were signed in 1947. The two original shareholders, Standard Oil Company 
of California and the Texas Co., reduced their interest to 30 percent each. These 
agreements were conditional upon a solution of the legal question affecting 
Jersey and Socony which had arisen under the 1928 group agreement. 

Parenthetically, that was the Red Line Agreement, was it not ? 

Mr. Davies. I think so. 

Senater O’Manoney. You answer yes? 

Mr. Davies. I think so. 

Senator O’Manoney (continuing) : 

After these questions were settled in December 1948, the acquisition of 
Aramco’s shares was completed. 

During all of the foregoing negotiations discussions were held with various 
departments of the United States Congress so that they might be kept informed 
of progress and results. 

I might say that so far as I know, no negotiations were held with 
the Congress of the United States, which under the Constitution has 
the exclusive power to regulate commerce with foreign nations. 

However, can you give us any information as to the prices paid for 
this purchase by Standard of New Jersey and Socony Vacuum Oil Co., 
Inc. ? 

Mr. Davies. If I can recall them exactly, that was 10 years ago, 
for its 30 percent interest it seems to me that Standard of New Jersey 
paid $76,500,000. Socony Mobil paid $25,500,000 for its 10 percent. 

Senator O’Manoney. Was there any argument about the price? 

Mr. Davies. I did not participate in those discussions, Mr. Senator. 

Senator O’Manoney. Mr. Davies, would you be good enough to 
get the historian of the company to supply the facts? 

Mr. Davies. Of the negotiations? 

Senator O’Manonery. Yes. I want to know what the transaction 
amounted to. 

Mr. Davtes. It is right along the line of the other one you asked 
about, that is, you want me to start with who knocked at the door and 
then carry it on through. 

Senator O’Manonry. Right, absolutely. Who knocked on the door 
and who brought out the bag of gold, and how much was it? 

I was about to ask you if you knew what arrangement was made 
or if any arrangement was made at that time with respect to the 
price of oil. 
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Mr. Davies. No, sir. I say insofar as I know I don’t know of any; 
no. 
Senator O’Manoney. Do you know this: That as a matter of fact 
the Standard of New Jersey got back its $76 million almost within a 
year out of the profits it made from the oil supplied by Aramco? 

Mr. Davies. I would not know; no. 

Senator O’Manonry. You don’t deny that, do you? 

Mr. Davies. I don’t know, sir. 

Senator O’Mauonry. Mr. Duce? 

Mr. Duce. I don’t know either, Senator. 

Senator O’Manoney. How long have you been with the company ¢ 

Mr. Ducr. Not quite as long as Mr. Davies. I went with it in 1940, 

Senator O’Manonry. You were there in 1948? 

Mr. Duce. Yes; I was there in 1948. 

Senator O’Manonry. You were here hidden away somewhere in 
Washington when this discussion was going on ? 

Mr. Duce. It was going on in New York. 

Senator O’Manonry. Yes. 

Mr. Duce. I was in New York but I was not in on the discussions. 

Senator O’Manonery. Is there anybody present representing 
Aramco who knows anything about this discussion ? 

Mr. Davres. I don’t think so because there would be no reason why 
somebody in Aramco would know. This was a discussion carried on 
between the present stockholding companies. I wonder, Mr. Senator, 
you asked me to develop 

Senator O’Manonery. Don’t draw such a picture of yourself, Mr. 
Davies. 

Mr. Davies. May I finish? 

Senator O’Manonry. Don’tdothat. Yes, sir. 

Mr. Davies. I wonder if it would not be more appropriate for that 
information to be obtained from those companies direct rather than 
from me to attempt to develop it for you. 

Senator O’Manonry. I think that that might be a proper thing to 
do and maybe we will do it that way, but I really thought that the ex- 
ecutive management of Aramco was made up of such thoroughly com- 
petent people that nothing was going on in Saudi Arabia or in the 
Middle East that you did not know all about. 

Mr. Davies. This was not going on in Saudi Arabia and the Middle 
Fast. 

Senator O’Manonry. You had your historian there who knew the 
story. 

Senator WiLgy. Why exclude Washington ? 

Mr. Davies. Then may I consider myself excused from the develop- 
ment of this information ? 

I really think it would be better if you would contact the companies 
themselves. 

Senator O’Manonry. No; I think you had better answer for 
Aramco. 

Mr. Davies. I have answered for Aramco, but you wanted me to find 
out what happened between the offtaking companies, and I think it 
would be preferable if you obtained that direct. 

Senator O’Manoney. I think it would be well for you, Mr. Davies, 
if you will be kind enough to do it, to go over the records of your 
company. 
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Mr. Davies. I would not get it. It is not in the records of Aramco, 
That is why I suggest that you go to the other companies, Mr. Senator. 

Senator O’Manoney. This is a sudden development. I am going to 
‘ask you to try anyway. Try your best, and then if you want to put it 
‘down in black and white in a letter that Aramco and its array of 
‘expert oil men and financiers don’t know, why, then, that will be an 
interesting point. 

Senator il Mr. Chairman, I wonder if I may interrupt at 
this point? I am sure the chairman is very, very familiar with a 
document entitled “The Report of the Federal Trade Commission on 
the International Petroleum Cartel.” I wonder if the chairman would 
think it would be appropriate at this time to have in the record this 
statement of the Arabian American Oil Co., which includes its entire 
history, its formation, its production, all of the transactions that took 
place with reference to Texas, with reference to Standard of New Jer- 
sey and Socony, their marketing operations, the extent of their pro- 
duction and their power in the markets of the world. 

Senator O’Manoney. Of course we are all familiar with that on 
the committee. I wonder, Senator Carroll, if you would not hand it 
across the table to Mr. Davies and ask him if he ever became acquainted 
with that document. 

Senator Carrot. I will be happy to do it that way. 

There is a statement on page 119 here, the title of which is “Jersey 
Standard, Socony Vacuum purchase an interest in Arameo and Trans 
Arabian Pipeline.” 

Aramco did not long remain the exclusive property of Standard of California 
and Texas. Shortly after the war ended, Jersey Standard and Socony Vacuum 
acquired an interest in Aramco and its pipeline to the Mediterranean, the Trans 
Arabian Pipeline Co., hereinafter called Tapline. 

Discussions with Standard of California and Texas Co., were initiated by 
Jersey and Socony some time before 1946. 

Are you familiar with that background ? 

Mr. Davies. No, sir. 

As I said earlier, I did not know who initiated it. 

Senator Carrott. You knew that there were some discussions go- 
ing on? 

Mr. Davies. I knew there were discussions going on. 

Senator Carrot (continuing) : 


By December of that year agreement in principle had been reached whereby 
Jersey Standard and Socony Vacuum would obtain a 30-percent and a 10-percent 
interest respectively in Aramco, then in the Tapline. 

By March 1947 all details were worked out and the formal documents were 
signed on that date. 

Do you know where they were signed ? 

Mr. Davtrs. No, sir. 

Senator Carroiy. Were you in this country when they were signed 
or were you over in Saudi Arabia? 

Mr. Davies. In March 1947, I could not tell you. 

Senator Carrotz. Did they confer with you at this particular time? 

Mr. Daviess. No, sir. 

Senator Carroty. The purpose of these agreements was to extend, 
was it not, the marketing facilities of that enormous amount of oil? 
That is why Texas was brought into this, wasn’t it? 

Mr. Davies. That is true. 
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Senator Carroiy. Because of your extensive increasing production 
in that area, because of your greater amount of oil to be distributed, 
those are the reasons, why the other companies were brought in? I 
am referring to Jersey Standard and Sccony. 

Mr. Davies. That is my understanding; yes, sir. 

Senator Carrouy. I now hand you this book which I have heretofore 
identified. Take a look at this part of the document “Jersey Standard 
and Socony each made several agreements on that date.” 

Take a look at that on page 120 and see if it refreshes your memory 
as to the nature of the contract. That is the official document pub- 
lished by the United States Government. 

Mr. Davies. Yes, I know it is, but I think you entitled it when you 
first referred to it, Senator, as a report of the Federal Trade Com- 
mission. I notice it is a staff report. 

Senator Carrotz, All right; I will accept that qualification. 

Mr. Davies. What did you want me to do? 

Senator Carrot. Take a look at those agreements, and see if you 
can refresh your memory as to whether you know about them. Did 
you know about them at the time or do you know about them now? 

Mr. Davies. I have read them here. 

Senator Carroti. I mean previous to this; you had never seen them 
before? 

Mr. Davies. No. 

Senator Carrot. You did not know the nature of the consideration 
that passed from Jersey and Socony to the company which you are 
operating ¢ 

Mr. Davies. I beg your pardon? 

Senator Carrot. You did not know 

Mr. Davies. There was no consideration passed from Jersey and 
Socony. 

Senator Carroiu. No consideration whatsoever to have a 30- or 40- 
percent interest in the oil that was over there? You understand my 
meaning of the word “consideration ?” 

Mr. Davies. Yes; yes. 

Senator Carroti. There was a consideration, wasn’t there ? 

Mr. Davies. That is right; yes, sir. 

Senator Carrotu. Did you know the nature of that consideration ? 

Mr. Davies. That $102 million which I have just referred to? I 
knew of that; yes, sir. 

Senator Carrotu. That is what I asked you; to take a look at this. 

Mr. Davies. Yes, but these other documents; there are 7 or 8 docu- 
ments here. 

Senator Carroti. Take a look now. That was a part of the con- 
sideration, just to refresh your memory. 

Mr. Davies. Yes, sir. 

Senator Carroti. You are familiar with all of those because it is 
part of your operating procedure, isn’t it ? 

Mr. Davies. Yes; that is right. 

Senator Carroti. You are familiar with those ? 

Mr. Davies. Yes. 

Senator Carroti. Mr. Chairman, I think it would be pointless to 

ursue this further except for me to ask unanimous consent that this 
be incorporated in the record because it establishes the sequence of 
events. 
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Senator O’Manoney. How much do you want to put in? 

Senator Carrot. From page 116 to page 129. It will give the 
historical background for those who are interested in the record and 
I think makes the point that the chairman has made so well in showing 
that this is a part of these four companies. 

Senator O’Manoney. It will be made an appendix to the record. 

Senator Carrot. I think it would be very helpful to the committee. 

Senator Kerauver. Mr. Chairman, I notice one reference which 
says part of the situation was that Aramco could get into the markets 
over a wide area “without the need of price competition.” Was that 
part of the plan, Mr. Davies; do you know ? 

Mr. Davies. Without price competition, sir ? 

Senator Krrauver. The picture presented here of Aramco or Stand- 
ard of California was that you had big production and you wanted to 
get into the European markets and into the other markets, but those 
markets were largely held by Standard of Jersey and Socony-Vacuum 
and other companies, and you thought this would enable you to get 
into those markets without pushing your way in on a competitive 
basis. 

Mr. Davies. No; I think that in those areas where there is marketing 
there is a very strict competition, not between Aramco and them but 
between the companies who place Aramco’s oil in those markets. 

Senator Keravver. You mean there is price competition in those 
areas, or there was? 

Mr. Davies. There is very definitely competition, according to my 
understanding, sir. 

Senator Carrot. If the Senator will permit me to interrupt, Mr. 
Davies, you know that in the original contract, the first one between 
California Standard and Texas, one of the considerations in that con- 
tract was to open up certain modern facilities for Texas; is that not 
true ? 

Mr. Davies. They had marketing facilities in this area so-called 
east of Suez. Senator; yes. 

Senator Carrotz. And that Standard Oil of California, having this 
oil and also being a part of the consideration, would be given access 
to certain marketing facilities that Texas had. There had to be some 
consideration provided for Standard of California by virtue of let- 
ting Texas come in, and part of that consideration was that Texas 
would open certain of its markets to Standard of California in con- 
sideration for getting this oil. You know that to be true, don’t you? 

Mr. Davies. No; I do not know it to be true. This happened a long 
time ago, Senator, and I did not know we were going to get back into 
this. My memory is not too clear on it, but there was an arrangement 
whereby, if Standard wished, as I recall, it could buy a portion of the 
California-Texas or Texaco, whichever had marketing facilities west 
of Suez. 

Senator Krravver. Mr. Davies, may I read two very brief state- 
ments: 


From the above statements— 


and those, refer to how Standard Oil and Texas got into the picture. 
and also statements about Aramco— 
from. the above statements it is clear that prior to the acquisition of these 


European marketing subsidiaries, Caltex, the vompany that did the marketing 
for Aramco and Bahrein, could not market in Europe. 
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Upon purchasing these subsidiaries, however, Caltex was enabled to move 
Aramco’s output into Europe and other markets adjoining the Mediterranean. 


Further down it says: 


The fact that Caltex, Standard of California, and Texas Co. were not permit: 
ted to market in the areas west of Suez until after the Jersey-Socony-Aramco 
agreement is an indication that it is in a position for sharing markets which was 
in operation in 1941 may have continued to be the international oil companies’ 
modus operandi as recently as 1947. 

Mr. Davies. I certainly don’t understand the use of the words “not 
permitted” in there, Mr. Senator; no. I would suggest to get the true 
facts that you query some of the companies at interest. 

Senator Kreravver. A footnote here says “was not permitted in areas 
west of Suez.” It says “See Standard Oil Company of California’s 
Annual Report to Stockholders, 1947, page 9,” so maybe that would be 
the source of the information. 

Mr. Davies. Perhaps you are right. I know of no restrictions that 
would be implied by statements such as that, but, after all, I am not 
in a marketing position. 

Senator O’Manoney. I wonder if you would permit me to proceed 
now with some additional questions that Mr. McHugh has ready at 
this point. We will have a session this afternoon. I want to pursue 
the line that Mr. McHugh was following, and then this afternoon we 
will open up for additional questions, if that is agreeable to the mem- 
bers. 

Senator Keravver. That is all right with me. 

Senator O’Manoney. All right; Mr. McHugh? 

Mr. McHueu. Mr. Davies, would you state again what the amount 
of cash was that was paid by Standard of Jersey when it got into 
Aramco in 1947? 

Mr. Davies. As I recall, it was $76,500,000. 

Mr. McHveun. Senator, I would like to introduce for the record 
documents submitted to the subcommittee by Aramco in response to 
a letter. This is financial information of the corporation attached to 
a letter addressed to the committee dated February 28, 1957. 

It is entitled “Arabian-American Oil Company’s Statement of Fi- 
nancial Position.” 

It indicates at the bottom that— 
this is a preliminary unaudited statement subject to adjustment, Bahrein-Saudi 
Arabia, dated February 14, 1957. 

This is the supplemental information which you submitted to the 
subcommittee, Mr. Davies. 

The second statement is entitled “Arabian-American Oil Co.’s state- 
ment of earnings and earnings retained in the business.” 

It shows three categories, for the month of December 1956, for the 
year January through December of 1956, and for the year January to 
December of 1955. 

For the last full year, 1956, some of the information is reflected as 
follows: 

The total earnings for January through December of 1956 of 
Arabian-American Oil Co. is listed as $748,898,765. 

Senator Wiiry. Gross earnings. 

Mr. McHven. Gross earnings. Total costs, expenses and other de- 
ductions for 1956 are $468,187,135. The net earnings are $280,811,630. 
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As I understand, Standard of Jersey participates in these earnings 
upon a basis of 30 percent. Thirty percent of $280 million would be 
around $84 million of their participation in the earnings of Aramco 
for 1956, is that correct ? 

Mr. Davies. Their participation in the earnings, yes, sir. 

Mr. McHveu. That would be for 1956 alone some $7 or $8 million 
in excess of the total amount which they paid when they acquired their 
interest in Aramco in 1947, is that right ? 

Mr. Davies. The figures are only approximate of course. 

Mr. McHuen. That is approximately correct, though, is it? 

Mr. Davies. That is approximately correct. 

Mr. McHvueu. This statement shows that the provisions for Saudi- 
Arab income taxes—— 

Mr. Davies. Second page now ? 

Mr. McHuen. This is on the same page from the statement of earn- 
inngs. Provisions for taxes on income, Saudi-Arab income taxes 
$199,457,389. 

Under the same heading of costs, expenses and other deductions 
where the provisions for tax on income is shown is another entitled 
royalties and rentals, $80,344,050. 

Those two items together, I assume, represent the total share of the 
Saudi Arab Government in the Aramco profits, is that correct ? 

Mr. Daviess. That is for that year. 

Mr. McHveu. For that year. That is a total of $280,811,630. 

I understand from your arrangement, that is the amount paid to 
the Saudi Arab Government, and is exactly half of the total income 
of the company ? 

Mr. Davies. That is correct. 

Mr. McHven. So that the income to the company was $280 million 
by means of payment of income tax and royalties to the Saudi Arab 
Government ? 

Mr. Davies. That is close to that. There are adjustments which do 
not make it come out exactly that way, but that is very closely correct. 

Mr. McHvuen. The figures refer to royalties and rentals listed at 80 
million. Can you tell us what is meant by rentals ? 

Mr. Davies. We pay a rental on the so-called additional area which 
we acquired in 1939, and we also pay a rental on the offshore. 

Mr. McHvueu. That is a rental to whom ? 

Mr. Davies. To the Saudi Arabian Government. 

Mr. McHvueu. What percentage of that would be royalties and what 
percentage rentals, approximately ? 

Mr. Davies. I am trying to recall what that rental is on the ad- 
ditional area. It is not very great. It would be relatively small. It 
would be under—my tax expert tells me, $2,164,000. 

Senator O’Manoney. The witness answered $2,100,000. 

Mr. Davies. $2,164,000 to be exact. 

Senator O’Manoney. $2,164,000. 

Mr. McHveu. Do you have a copy of this statement in front of you, 
Mr. Davies? 

Mr. Davies. Yes, sir. 

Mr. McHveu. This statement also shows that the amount paid in 
United States income taxes is $282,377 ? 

Mr. Davies. Yes, sir. 
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Mr. McHueu. As against 199,457,389 paid to Saudi Arabia for in- 
come taxes ? 

Mr. Davirs. Yes, sir. 

Mr. McHveu. I understand that under the law you are permitted 
to offset as a credit for payment of American income taxes all amounts 
paid in the form of income taxes to a foreign government, is that 
right ? 

‘Mr. Davies. That is correct, sir. 

Mr.McHvuau. That is what explains the payment of only $282,000 in 
income taxes to the United States ? 

Mr. Davies. No, that $282,000, Mr. McHugh, I believe is income 
within the United States on securities and so forth that we own here. 
It is tax on income. 

Mr. McHvueu. On the income made on the operations of Aramco 
in Saudi Arabia, are there any income taxes paid to the United States ? 

Mr. Davies. No, sir; there are none. 

Senator Carrory. Mr. Chairman, I think we ought to have that 
made a little bit clearer in the record. 

Senator O’Maunoney. I did not hear the request. 


Senator Carroti. There is some reference to 282,000 that was not 
clear to me. 


Senator O’Manoney. $282 million ? 

Mr. Davies. No. 

Senator O’Manoney. What was the figure ? 

Mr. Davies. $282,000. 

Senator Carrot. That is why I want to come back to clarify it in 
the record. That. was paid in income tax to whom ? 

Mr. Davies. Te the United States Government. 

Senator Carrot. That was based upon the profits of Aramco i. 
this country ‘ 

Mr. Davies. That is my understanding, yes, si. 

Senator Carrot. The next question that ought to follow is this: 
Did the United States Government receive any income taxes from 
your operations in Saudi Arabia ? 

Mr. Davies. Not in this year, sir. 

Senator Carrot. Not in 1956 ? 

Mr. Davies. Not in direct income tax from Aramco. 

Senator Carrot. That is the year you netted approximately $280 
million ? 

Mr. Davirs. Yes. 

Senator Carroitz. That is all? 

Mr. Davies. But if I may I would like to say that the United States 
Government certainly could not fail to profit from the operations in 
Saudi Arabia. 

Senator Carrot. We will get to that later. I wanted to keep the 
continuity here. 

Have you got into depletion allowance yet ? 

Mr. McHven. No, Senator. In that connection, Mr. Davies, would 
you show us from this financial statement what was the amount 
claimed in depletion allowance for this year ? 

Mr. Davies. It isnot on here, Mr. McHugh. 

Mr. McHven. Can you tell us what that is? 

Mr. Carrott. What was that question again, Mr. McHugh? 
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Mr. McHven. I asked whether or not it is reflected in this financial 
statement what the amount was claimed by the company for depletion 
allowance. It is not here and he said he had the information. 

Mr. Davies. The return has not been filed yet, but the preliminary 
figure is $152 million. 

Mr. McHvueu. $152 million? 

Mr. Davis. Yes, sir. 

Senator O’Manonery. May I interrupt at this point, please? Mr. 
Duce, you have testified before with a pointer and a map. I see a 
map behind youthere. It isan Aramco map. 

Would you be good enough to point out on that map for the benefit 
of the committee and those who are interested the boundaries of the 
entire concession ¢ 

(The following material was submitted at this point :) 


ARABIAN-AMERICAN OIL Co., 
Washington 5, D. C., April 15, 1957. 
Mr. Donatp P. McHueu, 
Cocounsel, Senate Antitrust and Monopoly Committee, 
Senate of the United States, Washington 25, D.C. 

Deak Mr. McHucuH: In response to your request I transmit herewith copies 
of a sketch map showing details of the Arabian American Oil Co.’s concession 
in Saudi Arabia as it exists today, together with notations of areas relinquished 
as well as location of major pipelines and known oilfields. 

You will note that the company’s exclusive oil concession covering Arabia’s 
joint interest in the Saudi Arabia-Kuwait Neutral Zone, as well as the islands 
and territorial waters pertaining thereto, was surrendered in 1948 in the course 
of our negotiations concerning the offshore lands, as explained in my testimony 
(p. 2841). By agreement in 1933 we had obtained a preferential right to ac- 
quire an oil concession in the Saudi Arabia-Kuwait Neutral Zone. By our 
agreement of 1939, this preferential right was superseded by our obtaining an 
exclusive oil concession covering Saudi Arabia’s joint interest in all the terri- 
tory known as the Saudi-Arab-Kuwait Neutral Zone, including islands and terri- 
torial waters which were or might become a part thereof. In this same 1939 
agreement we also obtained an exclusive concession covering Saudi Arabia’s 
joint interest in the Saudi Arabia-Iraq Neutral Zone. These facts may serve 
to clarify my testimony (pp. 2842, 2843). Also may I draw your attention to 
the fact that no attempt has been made to delineate on the enclosed sketch map 
the area of our offshore concession in the Persian Gulf pending agreement of 
the Government of Saudi Arabia with neighboring states. 

Very truly yours, 
JAMES TERRY DUCE. 

Mr. Duce. I don’t know where to begin on this, Senator. These 
parts in here which you see are parts which we have surrendered back 
to the Saudi Government. 

Senator O’Manonery. The area marked in brown on that map has 
been surrendered back to the Saudi Arabian Government ? 

Mr. Duce. That is right, sir. 

Senator O’Manonry. Describe them in geographical terms since the 
map is not a part of the record, please. 

Mr. Duce. There are 2 areas in the northwestern portion of the 
concession along the pipeline and there are 2 areas in the south, in 
the extreme southwestern portion of the concession. Then we sur- 
rendered any rights we might have on this area in here. 

Senator O’Manoney. When where those surrenders made ? 

Mr. Duce. This one was in 1952; this one in 1955; this one is 1955; 
this one in 1949; and this one in 1947. 

In addition to that, we also surrendered our interest in the neutral 
zone. 
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Senator O’Manonery. Did you surrender those because you felt that 
they were not worthy of exploration for oil ? 

Mr. Duce. We did surrender these because we thought they were 
not as interesting as certain other parts. However, in the case of 
the neutr al zone, We surrendered it, and it might interest you to know 
that certain independent companies have quite a large production in 
that neutral zone at the present time. 

Senator O’Manonry. What was the occasion for the surrender ? 

Mr. Duce. The occasion for the surrender of this one or the others? 

Senator O’Manonry. Begin at the beginning. 

Mr. Duce. The occasion for the surrender of the others is an a gree- 
ment with the Saudi Government to surrender the parts of the con- 
cession. 

Senator O’Manonry. They made you surrender ? 

Mr. Duce. We agreed that we would surrender certain parts. 

Senator O’Manonry. They requested the surrender of that con- 
cession ? 

Mr. Duce. That is right. 

Senator O’Manonry. Had you ever had any depletion allowance 
in that area ? 

Mr. Duce. No, not that I know of. 

Senator O’Manonny. The depletion allowance, of course, was 
measured only on the amount of production. 

Mr. Duce. That is right. 

Senator O’Manonry. There had never been any production there? 

Mr. Ducr. No, nor did we have any production in here, but sub- 
sequently some smaller companies went in there and have discovered 
production in there and are producing substantial amounts of oil. 
This was surrendered, by the way, in the course of our negotiations 
about the offshore lands. We thought we had a concession to the 
offshore lands because of our boundary discussions and Saudi Arabia 
thought not, so we surrendered this and secured confirmation of our 
rights. 

Senator O’Manonry. Will you outline with the pointer the bound- 
aries of the present concession that you hold? 

Mr. Duce. It begins right here, Senator, on the boundaries with 
Iraq, follows down here. In this particular area we have a half 
interest in this, which is the Saudi Government’s interest in the 
neutral zone. We follow down here. 

Senator O’Manonry. You mean Aramco has that interest ? 

Mr. Duce. Aramco has a half interest in the Saudi Government’s 
half interest in the neutral zones, because this is one of those rare 
cases in the world where you have a condominium. 

Senator O’Manoney. In other words, Aramco and the Saudi 
Arabian Government are partners in this particular operation ? 

Mr. Duce. No, that is not exactly the case. 

May I explain it because it is a little technical. I don’t think it is 
of much interest as the whole matter goes. 

Senator O’Manonry. You pointed it out so explain it, please. 

Mr. Ducr. In the agreements reached between the Saudi Govern- 
ment and Traq Government many years ago, there were certain areas 
where they could not agree as to who owned the particular areas, the 
neutral zone here between Kuwait, and the neutral zone between Iraq. 
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In those areas the migratory tribes moved backward and forward 
with their camels in certain seasons of the year and they came from 
both countries, so it was suggested that these be made into a con- 
dominium in which the Iraq Government had half and the Saudi 
Government had half. We inherited, when we took our concession, 
the Saudi Government’s interest in oil in this particular half. 

So that is the reason for that. In the case of this 

Senator O’Manoney. You say you inherited it. Legally, what you 
did was to make a contract with the Saudi Arabian Government by 
which you should have one-half of its interest in this area? 

Mr. Duce. No. 

Senator O’Manoney. How did you inherit it ? 

Mr. Duce. Our concession extended to the Saudi boundaries in this 
area. The Saudi Government had a half interest in this neutral zone. 

Senator O’Manoney. I see. 

Mr. Duce. We got that when we made our concession, because this 
was technically the boundary of Saudi Arabia. 

Senator O’Manoney. When did you get it? 

Mr. Duce. The same time we got the concession. 

Senator O’Manoney. At the time you got the original concession 
the dispute between Saudi Arabia and Iraq was still unsettled ? 

Mr. Duce. Oh, no, that we had done years before. 

Senator O’Manoney. Then I misunderstood. You were going back 
historically along beyond the period which we discussed earlier today ? 

Mr. Duce. Oh, yes. I was mentioning it, Senator, because it is an 
interesting little sidelight on the situation in the Middle East. The 
concession line follows down here. It includes the interest the Saudi 
Government has in the seaway off the coast here. It follows down here. 
And then we have this area and then we come into areas where the con- 
cession boundaries are disputed between the various sheikdoms and 
the Government of Saudi Arabia, so we don’t know exactly where our 
boundary is here. 

That follows all the way down here to this point just north of Aden 
and then it follows roughly the course of the great sand belt. 

Senator O’Manoney. I notice that the white line which appears to 
be the boundary between the concession on the southeast and the south- 
ern point is not the boundary on the southwestern part of the peninsula, 
because there is a brown area there which I take it you have surren- 
dered ? 

Mr. Duce. That is right. 

Senator O’Manoney. Now with respect to that area—— 

Mr. Duce. This white line, Senator, means that the boundaries of 
Saudi Arabia are in dispute. 

Senator O’Manonry. This is the question I was leading up to. To 
what extent have you thoroughly explored the area of your concession 
within the boundaries you have just pointed out ? 

Mr. Duce. In certain local areas we have done a fairly good job of 
exploring, and that is right in this area here. 

Senator O’Manoney. Yes. 

Mr. Duce. But the other part of the concession we are really only 
beginning to explore. 

Senator O’Manoney. How many acres in the entire concession ? 

Mr. Duce. It is difficult to say. It is about a size somewhat larger 
than Texas. 
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Senator O’Manonry. Somewhat larger than Texas? 

Mr. Duce. And when we get through, Senator, we will have a con- 
cession under our present agreements which is as large or larger than 
the States of Wyoming and Colorado put together. 

Senator O’MaHongy. When you get through. You haven’t begun 
to explore those parts of this concession which are comparable to 
Colorado and Wyoming as yet ? 

Mr. Duce. Down in here we drilled a well this last year. 

Senator O’Manoney. Was it any good? 

Mr. Duce. It wasadry hole. It cost us $5 million. 

Senator O’Manoney. Of this area greater than the State of Texas 
and possibly than the State of Texas with Colorado and Wyoming in- 
cluded, how much of it has actually been explored ? 

Mr. Duce. Well, it depends upon what you mean by exploration. 

Senator O’Manoney. I mean drill for oil. You and I know that 
practically the entire surface of the United States has been tested for 
oil, not always to the deeper horizons, but most of the continental 
United States has been tested for oil. Is that not a fact? 

Mr. Duce. Well, there have been a tremendous number of wells 
drilled in the United States. 

Senator O’Manoney. That is right, and you are only beginning 
here; are you not? 

Mr. Duce. That is right. 

Senator O’Manoney. Just beginning? 

Mr. Duce. Just beginning. 

Senator O’Manonry. The depletion allowance last year, according 
to this statement, was how much ? 

Mr. Duce. $152 million. 

Senator O’Manoney. $152 million. How many years do you think 
it would take to continue the exploration ? 

Mr. Duce. I should think we would still be exploring this conces- 
sion right up to its termination. 

Senator O’Manoney. It terminates when ? 

Mr. Duce. As I remember it, 1993, some parts of it in 2004. 

Senator O’Manoney. Until the beginning almost of the 21st cen- 
tury, you will be collecting the 2714-percent depletion allowance under 
the present laws of the United States? 

Mr. Duce. We will be exploring for that period, too, Senator. 

Senator O’Manoney. Certainly, I know. Sometimes you will be 
drilling dry holes. 

Mr. Duce. We have, a very elegant one down here that cost $5 
million. 

Senator O’Manoney. But you deduct that expense, of course, before 
you figure your profits; do you not ? 

Mr. Duce. Yes. 

Senator O’Manoney. Your accountant says yes. 

Mr. Duce. He is more than an accountant, Senator. 

Senator O’Manoney. Would you be good enough to give us your 
name, sir? 

Mr. Erskine. Douglas Erskine. 

Mr. Duce. He is more than an accountant, sir. He is a lawyer 
and an expert. 

Senator O’Manoney. Please identify yourself fully for the record. 
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Mr. Erskine. I am the tax counsel for the Arabian American Oil 
Co. 

Mr. Duce. Anything else, Senator ? 

Senator O’Manonry. No; that is all for you, Mr. Duce. Thank you 
very much. 

The answer is that the expense of $5 million for drilling the dry 
hole is taken off before your profits are accounted for in this sheet ; 
is that not right? 

(Mr. Erskine nodding his head affirmatively.) 

Senator O’Manoney. The reporter can’t get the nod. 

Mr. Erskine. That is right. 

Senator O’Manoney. The picture is clear that the cost of getting 
this oil, including the cost of drilling the dry holes, is deducted be- 
fore the profits are figured, and the depletion allowance is figured on 
the profits; is that correct ? 

Mr. Erskine. May I correct you a moment there, Senator? The 
cost of drilling the dry holes is deducted but the cost of exploration, 
that is the amount of money we have spent in geophysical and geo- 
logical surveys over the area, is not deducted. That is capitalized. 

Senator O’Manonry. That is capitalized? 

Mr. Erskine. Yes, sir. 

Senator O’Manoney. How much actually is deducted for expense ? 
What categories I mean ? 

Mr. Erskine. The costs of drilling the well—that i is, the fuel and so 
forth which are required, and the labor whieh is required for drilling 
the well itself. The cost of exploration, the expense of surveying 
areas, and making these seismograph surveys and so forth is not 
deductible. That is capitalized and will remain capitalized until the 
area is relinquished. 

Senator O’Manoney. The relinquishment date, unless something 
unforeseen happens, will not arrive until 1993, and the depletion al- 
lowance of 2714 percent will continue to be allowed unless there should 
be a change in the law? 

Mr. Erskine. Some of it may be written off earlier than that if we 
relinquish an area before 1993. The expenses may or may not be 
written off, but right now we have got a good deal accumulated in ex- 
ploration expenses, exploration costs. 

Senator O’Manoney. The record is clear about the depletion al- 
lowance on this very valuable area which is not yet fully explored. 
It will continue and the expenses of drilling the w ells will be deducted. 

Senator Carrott. Mr. Chairman, I am a little bit confused here. 
We have your 1955 statement in the record and I haven’t seen the 
1956 statement. If I may take a look at that statement, why in 1955 
did you take off $14 million for exploration and dev elopment ? 

Mr. Exsxine. That is on the books, sir, not on the income-tax return. 

Senator Carrot. In your income tax you set that up as an operating 
expense ¢ 

Mr. Erskine. No. 

Senator Carrot. You wrote it off, did you not? 

Mr. Erskine. We did not. The revenue agent will not permit it. 

Senator Carrotu. He will not permit you to do that? 

Mr. Ersxrne. No, sir. 

Senator Carrot. We have had here a statement—— 
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Mr. Erskine. May I correct that a moment. There is $14 million 
which is both exploration and development. 

Senator Carroti. That is right. 

Mr. Erskine. Part of that is development which is an expense, part 
of it is exploration expense which is not charged to expense for income- 
tax purposes. 

Senator Carroti. Just for the record here, in this sum of money 
here, your total earnings of $748 million, how much did you set aside 
for capital investment and exploration ? 

Mr. Erskine. I don’t know for 1956. The books have just been 
closed and I haven’t received the figures yet. 

Senator Carroiu. Let’s go back to 1956. ve got this sum here, $14 
million. Evidently, that is what was set off because it is that type of 
exploration that you have indicated that could be set off as an operating 
expense. 

How much did you put in in exploration, reflected in your records, 
from capital investment? 

Mr. Erskine. Oh, about $7,800,000 went into exploration expense, 
which was capitalized, and the balance went into geological expense. 

Senator Carroti. How much was the balance? 

Mr. Erskine. $7,800,000 from 14 or whatever it is there. 

Senator Carroty. In other words, it is a very small amount really 
that we are talking about here compared with the overall picture. 
That is what I wanted to bring out, Mr. Chairman. I talked about 
the vast amount of money going into exploration. It is a very small 
amount really compared with the total earnings of almost $750 million. 

Mr. Davies. Would you like to go into that a little bit? I tried 
to talk a hitle bit awhile ago when the Senator was speaking, or would 
you want to put it off until after lunch? 

Senator O’Manoney. The Senator had the report for 1955. We 
were questioning you on the new list which your furnished to the com- 
mittee in response to our letter, and I think it would be well to finish 
this one first. 

Mr. Davies. But this business of the expenses that are going to be 
incurred in the exploration of that area out there falls somewhat in the 

same category of when I tried to interrupt a little while ago in con- 
nection with the tax credit, and it was suggested that I wait until after 
the noon recess to talk about it. But I want to be sure I talk about it. 

Senator O’Manoney. If you wish to talk about it now, sir, it is O. K. 
with me. Are you willing to go over or have you gone as far as you 
would like to go, Mr. McHugh? 

Mr. McHuen. No,I would like to develop this. 

Senator O’Manonry. Before we recess? 

Mr. McHwuen. It doesn’t make any difference. There are other 
points we want to develop on this. 

Senator O’Manonry. We will assure you, Mr. Davies, that you will 
have full opportunity. 

Mr. Davies. Iam sure you would. You are here to get the facts and 
I want to give them to you as well as I can. 

Senator O’Manonry. That is right. 

Proceed. 

Mr. McHven. Mr. Davies, in connection with this statement which 
I have just read to you for 1956, it shows that approximately $80 mil- 

90507—57—pt. 2 
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lion is the amount paid as royalties and rentals to the Saudi Arabian 
Government, and approximately $200 million is paid in income taxes. 

For purpose of computing your American income taxes, the $80 
million in royalties is a deductible expense. The approximately $200 
million is a credit to offset the payment of any American taxes. Com- 
bined, these represent the total interests of the Saudia Arabian Govern- 
ment in the Aramco operations. Will you tell us how the determina- 
tion is made concerning what percentage of this shall be paid in 
royalty, which is a deductible expense, and how much of it is paid in 
income taxes to the Saudi Arabian Government ? 

Mr. Davies. Yes, Mr. McHugh. That is quite simple. 

The royalty is set by our original concession agreement at 4 shillings 

old and it is still 4 shillings gold and we deduct the 21 or 22 cents that 
is represented by that 4 shillings gold. 

That 4 shillings gold, if you started to compute that, you wouldn't 
get a comparable answer. The 4 shillings gold is per ton, but when I 
speak of the royalty in cents, I speak of it in cents per barrel, because 
that is the ordinary in which it is thought of in this country. But the 
t a gold is per ton which is approximately 714 barrels under- 
stand. 

Mr. McHveu. Four shillings gold doesn’t have much meaning to 
me. 

Mr. Davies. Let’s say 21 cents a barrel then. 

Mr. McHvueu. Twenty-one cents a barrel. 

Mr. Davtes. I think that is the way we here in the United States are 
accustomed to think about it, in barrels rather than tons. 

Mr. McHvueu. I understand, from your testimony based on the 1947 
price of oil, the royalty is approximately 20 percent of the total price 
of a barrel of oil ? 

Mr. Davies. At that time. 

Mr. McHvueu. The same relative interest continues on at the same 
time, I assume ? 

Mr. Davies. That is a fixed sum, not a percentage. It is still 21 or 
22 cents, because that is the way the concession agreement reads. Our 
original royalty rate in there was this 4 shillings gold, if I can refer 
to that again, the 21 cents a barrel, and that has not been changed. 

Mr. McHueu. As of what time were the arrangements made con- 
cerning the 50-50 division of profits between Aramco and the Saudia 
Arabian Government ? 

Mr. Davies. That agreement was reached at the end of 1950. 

Mr. McHueu. At the end of 1950. What brought that about? 

Mr. Davies. What brought it about ? 

Mr. McHveu. Yes, what are the facts leading up to it ? 

Mr. Davres. It was brought about as a result of the increasing pres- 
sure from the Saudi Arabian Government over a good many years for 
a larger share in the profits of the venture out there, which culminated 
in the agreement of December 1950. 

For a good many years the Saudi Arabian Government had indi- 
cated considerable dissatisfaction. They felt, as I mentioned before, 
that their take should be greater. Conditions had changed. Other 
people, other companies, other countries were getting greater returns 
from their oil. 

The Saudi Arabian Government had just entered into the contract 
with the company on the Saudi Arabia’s half of the neutral zone, 
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which Mr. Duce has just referred to, and the terms they obtained were 
much more than ours. Venezuela had gone to its tax arrangement. 
The Saudi Arabian Government knew of all those things. Our con- 

cession had increased greatly in value. We had Aaveloned a big reserve 
out there. They wanted more. They asked as early as 1948 “Isn’t 
there some way in which we can get a greater take?” and a little later 
than that they said, “Isn’t there some way in which the income tax you 
pay to the United ‘States can be diverted to us in whole or in part ?” 

In the meantime they had been visited by a representative of the 
Treasury Department, and they knew of that situation which existed. 

Mr. McHvuen. This agreement you are speaking of was entered into 
in 1950, is that right? 

Mr. Davies. That i is right. 

Mr. McHveun. It is an agreement between Aramco and the Saudi 
Arabian Governmatitt 

Mr. Davies. That is right. 

Mr. McHven. Essentially, this agreement had to do with the im- 
position by the Saudi Arabian Government of an income tax? 

Mr. Davies. They imposed an income tax; yes, sir. 

Mr. McHueu. In what form is the Saudi Arabian Government’s 
income tax? Is that in the form of a royal decree? Is that the way it 
is done? 

Mr. Davies. Yes. They issued a decree. They brought a tax expert 
out there in the summer of 1950 and had him write them a tax decree, 
a tax law which they issued as a decree. 

Mr. McHveun. The net effect of this tax decree was to give the Saudi 
Arabian Government 50 percent of the total revenue of Aramco, is that 
correct—that combined with the royalties ? 

Mr. Davres. In toto, yes. 

Mr. McHven. In toto? 

Mr. Davies. The royalty rentals transactions and so forth, plus the 
tax amounted to 50 percent. 

Mr. McHvueun. Previous to 1950, take 1949, what percentage of 
Aramco’s total revenue did the Saudi Arabian Government get ? 

Mr. Davies. I would have to check that figure, but their income at 
that time was the royalty. 

Mr. McHven. You are telling us that from 1950 on the division was 
approximately 50-50 ? 

Mr. Davies. That is right, sir. 

Mr. McHwvarr. Previous to 1950, take 1949, MpYTORSMAtery what per- 

centage of it was the Saudi Arabian Government getting ? 

Mr. Davirs. I would have to go back and figure. it. 

Mr. Erskine. I can only approximate it; 21 cents out of $1.10 per 
barrel was approximately our net profit in those days. It would be 
20 cents out of el. 10, say a little less than 20 percent. 

Mr. McHIven. In connection with the setting up of the royal decree 
that resnited in this 50-50 division of profits of Aramco, will you tell 
us the name of the official or the adviser who went to Saudi Arabia to 
aid in the promulgation of this decree ? 

Mr. Davies. The official ? 

Mr. McHuen. Yes. 

Mr. Davirs. The official of whom ? 

Mr. McHuen. Not the official, the individual. 
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Mr. Davies. His name was Greany, I believe. 

Mr. McHvueu. Who was Mr. Grean 

Mr. Davies. He was a tax counsel “ in the United States. 

Mr. Erskine. I don’t know whether he still practices, but I believe 
he practiced law in Washington, D. C., and was in tax practice here. 

Mr. McHucu. Was he retained by Aramco? 

Mr. Davies. No, we didn’t know he was going out at all. 

Mr. McHvuau. Were his fees paid by : any “of the stockholders of 
Aramco ? 

Mr. Davies. No, sir; I’m sure they were not. 

Mr. McHveu. He was retained by whom? 

Mr. Davies. By the Government, the Saudi Arabian Government. 
Who in the Government I don’t know, who retained him, I mean, 
what individual, I don’t know. 

Mr. McHueu. Was he recommended by Aramco? 

Mr. Davies. No, he was not. 

Mr. McHueu. Was he recommended by any of the participating 
stockholders of Aramco? 

Mr. Davies. Not so far as I know. 

Mr. McHveu. Do you know whether or not at the time the negoti- 
ations were going on between yourself and Saudi Arabia, the question 
of the tax consultant was discussed ? 

Mr. Davies. Yes. When we had been talking earlier they asked us 
to submit some names of proper tax consultants in this country, and 
we submitted two of them, but neither of them went. 

Mr. McHvueu. Did you submit names to them ¢ 

Mr. Davies. Yes, sir, because they wished to prepare a tax law. 

Mr. McHver. Was there any consideration given previous to fee 
promulgation of this decree concerning increasing the royalty rate a 
against paying this money in the form of i income tax 4 

“Mr. Davies. Considerations were given. along every possible line. 
We discussed the matter among ourselves and we also discussed it here 
in Washington, and there was no alternative that was arrived at which 
would fulfill the desires of the Saudi Arabian Government for this 
approximately 50-50 take which they knew Venezuela was getting. 

Mr. McHvueu. Why couldn’t it have been done by way “of simple 
payment of 50 percent in the form of royalty ? 

Mr. Davies. That would have made our position out there pretty 
bad con ipetitivew ise, and the Saudi Arabian Government was insist- 
ing on an income tax which would result in no additional burden on 
the company. 

Mr. McHvueu. That wouldn’t have altered the amount of revenue 
which the Saudi Arabian Government would obtain from the opera- 
tion. 

Mr. Davies. No; it would not have altered that. 

Mr. McHvueu. The net result of that would have been you would 
have been required to pay income tax to the United States, however, 
would it not ? 

Mr. Davies. That is true, surely. 

Mr. McHvuen. Under the arrangement which was devised, namely, 
the payment of the bulk of this in the ferm of a Saudi Arabian income 
tax, the net result is since you can use this as a credit against your 
payment of American taxes, no taxes are paid the United States Gov- 
ernment ? 
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Mr. Davies. Yes. You want to bear in mind, Mr. McHugh, I think 
it was in the year 1949 our income taxes to the United States were 
greater than the total take of Saudi Arabia out there from the venture, 
and they weren’t a darn bit happy about that. 

As a matter of fact, you may remember that that had quite a bit 
to do with the promulgation of the law in Venezuela because Venezuela 
was unhappy about the United States receiving—lI don’t know whether 
it was more or what it was at that time, but they felt the United States 
was getting too big a percentage of the profits from the venture, and 
also let’s go around the map a little bit. 

The same thing existed up in Iran. One of the chief causes of the 
blowup in Iran was that the British Government was obtaining more 
from the venture out there than the Iranian Government was. 

Mr. McHvueu. But the net result of this arrangement is the United 
States Government now gets nothing in the way of income taxes, is 
that correct ? 

Mr. Davies. They haven’t received any taxes in Saudi Arabia for 
I don’t know, 2 or 3 years now, I guess. 

Mr. McHuen. You stated that a Treasury representative visited 
Saudi Arabia at that time. 

Mr. Davies. I think it was in either 1946 or 1949, 1948, I think that 
this gentleman was out there to assist the Saudi Arabian Government 
in the stabilization of their finances. 

Mr. McHvuen. Do you know the name of that representative ? 

Mr. Davies. Mr. Eddy, George Eddy. 

Mr. McHuen. What was his] position 2 

Mr. Davies. I don’t know. 

Mr. Erskine. I don’t know what his official position was. He was 
with the Treasury Department. He went out there as a representative 
of the United States Government, went out to assist them in stabiliz- 
ing their currency. 

Mr. McHueu. Treasury or Internal Revenue representative ? 

Mr. Erskine. United States Treasury. 

Mr. McHven. Could you describe what the profit position of the 
company hi sag from 1952 to 1956 generally ¢ 

Mr. Davies. I don’t have the figures here generally but we can 
get them. 

(‘The material referred to may be found on p. 1440.) 

Mr. McHwuen. Have they been increasing? 

Mr. Erskine. Oh, yes. 

Sentor O’Manonry. According to the latest figures that you sup- 
plied to us, your profits ran about $280 million. 

Mr. Davies. Net earnings were $281 million. 

Senator O’Manonry. And for 1955 they amounted to $272 million ? 

Mr. Davirs. Yes, sir. 

Senator O’Manonry. And these are increasing and have increased 
steadily since 1950 ? 

Mr. Davies. I would think it would be steadily, yes, Mr. Senator. 

Senator O’Manoney. So that Aramco is satisfied with the transac- 
tion it made with the Saudi Arabian Government. That is to say 
you haven’t suffered. Yor profits have increased. 

Mr. Davies. The profits have increased, not as a result of the agree- 
ment that was entered into with the Saudi Arabian Government. 
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Senator O’Manoney. No, no, but despite the agreement, you are 
still getting a more profitable return ? 

Mr. Davies. Year by year our net earnings have increased due, of 
course, to the increase in our production and sale of oil. 

Senator O’Manoney. Oh, yes, certainly. 

Mr. Davies. You understand that. 

Senator O’Mauoney. From increased production, from the sale of 
oil, Aramco and its owners have all profited since this arrangement 
was made with the Saudi Arabian Government that required you to 
pay income taxes, and that gave you the 50-50 deal, is that right ? 

Mr. Davies. This might be a good time to bring in a statement here 
in case anybody is getting it fixed in their mind that because Aramco 
isn’t paying any income tax to the United States that the United 
States is not receiving an 

Senator O’Manoney. Let’s get this fact first, Mr. Davies, and then 
you make your statement. 

Will you please answer my question ? 

Mr. Davies. Would you repeat the question, please ? 

(Question read. ) 

Mr. Davies. The profits of the company have increased each year 
since 1950, I believe; yes, sir. 

Senator O’Manonry. The only take that has decreased has been 
the income tax collection of the United States Government ? 

Mr. Davies. Not the take of the United States Government, the 
income tax. You said that specifically. 

Senator O’Manonery. Income tax? 

Mr. Davies. Aramco’s income tax . 

Senator O’Manoney. Aramco’s income tax ? 

Mr. Davies. Decreased between 1949 and 1950, yes, sir, but—— 

Senator O’Manonery. And between 1950 and 1956? 

Mr. Davies. 1950 and 1956—since 1950 the income tax from Aramco 
to the United States has been very small. Whether it has decreased in 
those years or not I couldn’t say. 

Senator O’Manonry. Would you be willing to submit to the com- 
mittee for its examination the income-tax returns you made with the 
— allowances requested ? 

Mr. Davies. We can do that, can’t we, without difficulty ? 

Mr. Erskine. Except that our income-tax returns are presently 
being audited for the years 1951, 1952, and 1953 and if we submitted 
— returns, I couldn’t guarantee that the figures would be the final] 

res. 
enhee O’Manonry. Oh,no. I can understand that. 

Mr. Ersxrne. Our returns are closed up through 19 

Senator O’Manonry. Aramco’s taxes and the taxes of the stock- 
holding companies on this operation. 

Mr. Davies. The taxes of the stockholding companies, I think, Mr. 
Senator, you should get that from them, naturally. 

Senator O’Manoney. Your books show what the depletion allow- 
ances would be. Your books show what their share is? 

Mr. Davies. Their depletion allowance? No, Mr. Senator. Our 
books show Aramco’s depletion allowance. 

Senator O’Manonry. Yes, but your books will also show what the 
profits were that were distributed to your stockholders ? 
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Mr. Davies. Oh, in the form of dividends. 

Senator O’Manoney. Certainly. 

Mr. Davies. Yes, sir, but that doesn’t have anything to do with 
their 

Senator O’Manonry. The depletion allowance is applied to the 
dividend ? 

Mr. Erskine. Oh, no. They don’t get any depletion allowance in 
their dividends. 

Senator O’Manonry. Then maybe the law that applies here in the 
United States is different from that which applies to properties in 
Saudi Arabia. 

Mr. Erskine. Wait a minute, if they are a producing oil company, 
they get a depletion allowance on their production of oil, but they 
don’t get any depletion allowance on the dividends they receive from 
other countries. 

Senator O’Manonry. I have seen income-tax returns of income tax- 
payers of the United States whose only return is a royalty from a pro- 
ducing company. 

I confess I haven’t practiced law now since I have been in the Senate 
except for a few months during an interim. On these royalty owners, 
all of whom were very small, not amounting to more than $200 a month, 
there was a depletion allowance of twenty-seven and a half percent on 
the total amount of the royalty. 

Mr. Davies. Royalty? 

Senator O’Manoney. Yes. 

Mr. Davies. But we are talking about dividends. 

Senator O’Manoney. There would be a royalty paid to these other 
companies, too, would there not ? 

Mr. Davies. No. 

Senator Carroti. Mr. Chairman, just one question here that might 
help. It will certainly clear up my own thinking. 

If you didn’t have ‘the depletion allowance, it would affect your net 
earnings, wouldn’t it ? 

Mr. Davies. Quite right. 

Senator Carroiu. So, therefore, having the depletion allowance in- 
creases your net earnings, and it is the net earnings that you dis- 
tributed as your dividends. That is the point I think the chairman 
was trying to make, that it is reflected in your net earnings. 

Obviously, if you have here a depletion allowance of $152 million, 
it is going to be reflected in your net earnings. 

Let’s put it this way: If the Congress took that away from you, it 
would be reflected in your net earnings, wouldn’t it ? 

Mr. Davies. I think it would, Senator, but there is a lot I want to 
say on this subject when I ever get an opportunity. 

Senator Carrott. We are going to get to that. 

Mr. Davies. Before we break up I want to make one little remark. 

Senator O’Manoney. Yes, Mr. Davies. 

Mr. Davies. So much is being made of this fact that Aramco isn’t 
paying any income tax to the United States. 

But that doesn’t mean that the United States is not profiting by the 
operations out there is Saudi Arabia. 

First, we pay dividends to our stockholder companies. They pay 
to the United States Government an intercorporate dividend on that, 
which amounts to 8.1 percent. 
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Senator Witey. How much? 

Mr. Davies. Eight and one-tenth percent, it is 15 percent of 54 
percent. 

Senator O’Manoney. That is the same as every corporation does. 

Mr. Davies. Yes. 

Then those dividends, of course, are further paid out to the stock- 
holders of the owner companies and those dividend receivers pay 
Set income tax to the United States. That is difficult to figure 
exact 

It is impossible to figure exactly because it depends upon the tax 
bracket that those people are in. But to the best of our computing 
ability, it amounts to between 30 and 40 percent, so the 2 of them to- 
gether amount to something better than $100 million, which is received 
ito the United States, into the United States Treasury, shall I say, 
as a direct result of those operations of ours in Saudi Arabia. 

Let’s not get the idea that because you don’t get an income tax you 
aren’t eetting anything. 

Senator Carroti. Mr. Chairman, I think there is a point to what 
Mr. Davies has to say, but there is also another side of it. 

You retained earnings in the business in 1954 of $331 million, in 1955 
of $385 million. 

Now, what did you do in 1956? 

Mr. Davies. We didn’t retain that in the business in that year. That 
is the total. It was 331 at the end of 1955 and it was 385 at the end of 
1956. 

Senator Carrouu. 385? 

Mr. Davrss. Yes, 3. 

Senator Carroty. On your notation here, and this is a statement of 
your financial position 

Mr. Davies. Here is the beginning of 1955, there was retained in the 
business 331. At the end of the year 385. 

Senator Carrot. That is right. 

Mr. Davies. At the beginning of 1956, 385 and the end of 1956, 365, 
so there was 20 million less at the end of 1956 than there was at the 
start of 1956. 

Senator Carrot. Let’s just take one figure so we won’t get confused. 

Let’s take 1955. TI have a notation here of earnings retained in the 
business of $385 million. 

Mr. Davies. But that was not during any 1 year, you understand, 
Senator. That is cumulative. 

Senator Carroii. That is cumulative; that is right. That leads to 
the next question. When you distributed your earnings that you made 
in 1955, you had earnings there of $272 million. 

When you made that distribution—take a look at your books—did 
you return all of it to the four owners of Aramco or did you withhold 
some earnings? 

Mr. Davies. I think in that year, Senator—you check me on this—I 
think we paid out more than the $272 million. 

Senator Carrotu. You paid out more? 

Mr. Davies. Is that correct? 

Mr. Erskine. Let me put it this way, Senator. This may be a little 
confusing. 
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Senator O’Manoney. Will you please speak up, I can’t hear. 

Mr. Erskine. The earnings retained in the business is in effect our 
earned surplus. If you follow the thing down in 1955 we made $272 
million in our 1955 operations. 

We also made $65 million in operations pertaining to a previous 
year. Our surplus at the beginning of the year was $331 million. 
That is a total addition of $669 million in the course of the year. 

We declared dividends of $283 million and we had $385 million 
left in surplus at the end of the year. 

Senator Carrot. That is right, that is my point. You are holding 
that in surplus now ? 

Mr. Erskine. Yes. 

Mr. Davirs. We are not holding any of that 272 in surplus. We 
paid out more. 

Senator Carrott. But you had a surplus before. You now have 
in surplus $385 million; is that right? 

Mr. Erskine. That was at the beginning of 1956. 

Senator Carroiu. Yes. 

Now, let’s go back for just a moment, if I might. I understand 
the point that. you are trying to make and it has some validity. There 
is a a complete loss, but as I understand the record, you really got 
into production about 1938. 

Now, from 1938, 1939, 1940, and all those years up to 1950, were 
you paying income tax to the United States Government from your 
Aramco operations? 

Mr. Davies. Yes, sir. I don’t know about every year but we were 
paying income tax. 

Senator Carroiy. Tell us what income tax you paid to the United 
States Government in 1949. How much did you give the Federal 
Government ? 

Mr. Davies. About $43 million. 

Senator Carrotyt. How much did you give them in 1948, approxi- 
mately? 

Mr. Davies. I couldn’t say. Yes, I can, roughly, in the thirties 
somewhere, 1938-49. 

Senator Carroti. Mr. Chairman, I think we ought to have that 
statement in the record of what came into the Treasury of the United 
States as a result of Aramco’ s oper ations. 

Mr. Davies. Something over $100 million has been paid in income 
taxes. 

Senator Carrott. As I understand it, from your statement, as a 
result of the Government of Saudi Arabia wanting more money—they 
were only getting 21 cents from you in royalties; isn’t that your 
testimony ? 

Mr. Davtrs. Yes, sir. 

Senator Carroti. Your net profit was about $1.10, so you were 
making about 80 percent profit ? 

Mr. Davies. About $1, I think. 

Senator Carroui. Eighty percent I’m talking about, about $1 profit 
but Saudi Arabia was only getting 21 cents. 
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Mr. Erskine. $1.10 was before royalty. It was down to 90 cents 
after royalty. 

Senator Cimnii. The accountant said the net profit was $1.10 and 
I assumed net excluded royalties. 

Mr. Erskine. The gentleman asked me what the ratio of royalty 
was to profit and I was taking the profit before royalty. It was about 
one-fifth of the net before royalty. 

Senator O’Manoney. May I interrupt to make this suggestion, 
Senator ? 

Earlier in the hearing I requested Mr. Davies and Mr. Erskine to fur- 
nish us some of the income tax material, and they agreed to do it. 

In the light of your question, suppose we ask you to let us know 
the total of your depletion allowance and of your income tax to the 
United States Government beginning, say, in 1945 after the war, to 
date. 

Will you be good enough to date that ? 

Mr. Davies. We can do that, sir. 

Senator O’Manonry. Then we will have the facts clearly before us. 

Senator Carroti. Yes. And I want to pursue this one question 
further, Mr. Chairman. 

Senator O’Manoney. That, of course, would be done best by sub- 
mitting the income tax report, as I first indicated. 

Senator Carrot. Just to pursue this a few minutes here, I under- 
stand then that the Government of Saudi Arabia was protesting be- 
cause they weren’t receiving enough of the profits. There was, there- 
fore, a change in income-tax law imposed by royal decree upon your 
operation, and there was a representative of the Treasury of the United 
States there. 

Did he help promulgate this law that was passed ? 

Mr. Davies. No, he was there much before this law was written. 

Senator Carrotu. Did he participate in the conferences ? 

Mr. Davies. Not that I know of. 

Senator Carroti. Was he sent there to participate ? 

Mr. Davies. Not that I know of. 

Senator Carrott. Did you confer with the State Department on 
this income-tax mechanism whereby Saudi Arabia cou get funds 
and the United States Treasury would get nothing? 

Mr. Davies. We conferred with the State Department. 

Senator Carrotz. Did they approve it? 

Mr. Davies. They did not approve it. They did not so far as I 
know disapprove it. They listened and expressed an appreciation of 
the pressure we were under. 

Senator Carrot. With whom were you dealing in the State De- 
partment? What is his name? 

Mr. Davtes. I think we were talking with Mr. McGhee. 

Senator Carrori. Is Mr. McGhee still identified with the State 
Department ? 

Mr. Davies. No, he is not. 

Senator Carrori. Do you know what Mr. McGhee is doing now? Is 
he with any oil company ? 

Mr. Davies. No, I don’t think so. 
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Mr. Duce. He is in the oil business himself. 

Senator Carrouy. He is in the oil business himself ? 

Mr. Duce. Yes. 

Senator Carrotn. The upshot of this whole thing is pretty much 
this. I would like to summarize. The Saudi Arabian Government 
wanted an increase in profits, they weren’t satisfied with 21 cents, but 
instead of the increase coming out of your profit, it came out of the 
tax revenue of the United States Government. 

Mr. Davies. That is the way they asked for it. 

Senator Carroxi. That is all. 

Senator O’Manoney. Mr. Davies, I want to make this statement. 

Nobody on this committee has ever made any suggestion that the 
recipients of dividends from any operators abroad including the 
owners of Aramco were not paying their taxes to the United States on 
what they were getting. 

Mr. Davirs. No. 

Senator O’Manonry. We made no such charge. 

Mr. Davirs. My statement was not meant—— 

Senator O’Manonery. The only fact we have developed here, and I 
think this we are all agreed upon, is that by reason of the depletion 
allowance and the other expense deductions before your profits are 
made, your taxes to the United States Government have been greatly 
decreased. 

Your explanation is that Venezuela and the Government of Saudi 
Arabia both were objecting to the amount of income tax being paid to 
the Government of the United States, and they wanted more, and be- 

cause they wanted more and got more, we got less. 

Mr. Davies. It is very difficult for many countries to realize why 
the United States should participate in the profits from the develop- 
ment of their natural resources. 

Senator O’Manonry. I can understand. I remember very well how 
many Western States in which oil was being produced objected to the 
building of pipelines to take the oil outside of the States. They 
wanted it refined within the States. I can understand. We don’t 
question the fact. that there are difficulties here. But this, I think, 
you will agree with me on. 

The stock of Aramco has never been put up for sale to the public 
of the United States; has it? 

Mr. Davies. That is correct. It is held by these four owner com- 
panies who have been so responsible for the rapid growth of Aramco. 

Senator O’Manonry. Is it not a fact that they don’t want to sell it 
because the profits they are getting out of it are very good ? 

Mr. Davies. I would suggest you ask them what “their reasons are. 

Senator O’Manoney. That is another question that you don’t know 
anything about. 

Mr. Davies. There is no use in my conjecturing when you have ac- 
cess to the people who really know. 

Senator O’Maunonry. Let me ask you this: Are the dividends com- 
puted before the depletion allowance or after the depletion allowance? 

Mr. Davies. Can you answer that for me, Doug? 

Mr. Erskinr. That was the point that I wanted to make. 
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The depletion allowance has nothing to do with the availability 
of money for dividends. In fact, the depletion allowance is some- 
thing that is allowed on the income-tax return and it isn’t on our 
books at all, so that money is there for distribution. 

It has nothing to do with it. The only thing the depletion allow- 
ance would have to do with reducing our income available for divi- 
dends is if, as a result of the depletion allowance, we had a United 
States income tax to pay, then our profits would be reduced or avail- 
ability of cash for dividends would be reduced by the amount of that 
tax. 

Now the availability, whether or not we are to pay a dividend, de- 
pends upon the availability of cash during the year, and since we have 
considerable surplus and earnings for the year, the dividends 

Senator O’Manoney. Then do I understand you are saying that the 
depletion allowance affects only the United States tax income and not 
the dividend ? 

Mr. Erskine. It affects our income, too. If we pay United States 
tax our income goes down, too; our income after taxes goes down. In 
other words, the income we have available for paying dividends is re- 
duced by the United States tax. 

Senator O’Manonry. The depletion allowance is a deduction ? 

Mr. Erskine. For tax purpose; yes. 

Senator O’Manoney. For tax purposes; so it does result in reduc- 
ing the tax receipts of the United States Treasury. 

Mr. Erskine. Every depletion allowance does that, 

Senator O’Manoney. Certainly; of course. 

Mr. Ersxinr. There is no mystery in that. 

Senator O’Manoney. Of course, there is no mystery in that. 

Mr. Ersxrtne. Then why make a point of it? 

Senator O’Manonry. I just want you to say it; that is all. 

Mr. Exsxrxe. Everyone knows a deduction reduces taxes, so we will 
stipulate to that. 

Senator O’Manonry. I am glad you will. But will you also stipu- 
late to the other result, namely, that the dividends are not affected 
by the depletion allowance, which is only——— 

Mr. Erskine. No; I won’t stipulate to that, because if you don’t 
have percentage depletion you have a much higher United States tax, 
you have less cash available for dividends, so the percentage deple- 
tion does affect your dividends. 

Senator O’Manoney. Let me get that again. 

Mr. Erskine. I say if you don’t have a depletion allowance, you 
pay more United States tax. 

Senator O’Manoney. Right. 

Mr. Erskine. Right. Now, if you pay more United States tax, you 
have less income; right ? 

Senator O’Manoney. For dividends? 

Mr. Ersxrne. Yes, for dividends. So I say I won’t agree with you 
the depletion allowance has no effect on dividends. It does. 

Senator O’Manonry. But it does have the effect, does it not, of 
persuading the owners of the stock in Aramco not to put it up for 
sale on the stock markets of the United States? 
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Mr. Ersxrne. I don’t follow you there. 

Senator O’Manonry. If you don’t, I do. 

Mr. Erskine, Whether they put it on sale may have 

Senator O’Manonry. It is a pretty good investment; that is what 
I’m saying. 

Mr. Erskine. Of course, it is a good investment. All you have to 
do is look at the profit and loss statement. Nobody is arguing with 
you about that. 

Mr. Davies. No one is denying that Aramco has been a profitable 
venture. 

Senator Wirry. Mr. Chairman, can I interrupt for one moment? 

Senator O’Manoney. Yes, indeed. 

Senator Wirry. I want to know if this thing can be set up in a 
common clear-cut statement that would show the differential. 

Supposing you had paid the United States income tax, put that 
item, down. 

Now then, against that show what your approximation of the tax 
is that the corporation pays that gets the dividend and your estimate 
as to the tax that the stockholders of that corporation pi ay on. their 
income, and then take into consideration the other item of 2744 percent 


if it were to be used in deducting from the tax in case you had paid 
the Federal Government. 

Do I make myself clear? 

If you set that up in a document, then it clarifies the situation so 
that people don’t get the impression that you are not paying any 
tax. 

That is, you are climbing under the fence and not paying anything 
toward what you should pay. I think that is important from the 
angle that there is no misunderstanding as to what you are doing. 
Otherwise you get the impression that you are getting out without 
meeting any obligation. 

If that could be set up, I think you would have a document that 
might. be worthwhile, at least to enlighten Congress as to whether 
or not there should be some other legislation. 

Facts are what count, and that is a fact. 

Senator O’Manonry. Have they answered your question? Have 
you agreed to the request of Senator Wiley ? 

Mr. Davis. I asked Mr. Erskine to be sure he understood what it 
is that the Senator wants. 

Mr. Erskine. You want a schedule showing what Aramco’s United 
States tax is, what tax is paid on Aramco’s dividends, and what we 
estimate would be paid upon tax on the dividends to the stockholders, 
of our stockholders. 

Senator Winey. Yes. In other words, he estimated that there was 
a total tax between 30 and 40 percent indirectly paid upon the amount 
of money that you turned over. 

Now then, if that is set up for the years 1950 on, if it were shown, 
and then also take into consideration that if you had paid the tax to 
the United States Government, you could have deducted 2714 percent. 
That should come off. 'That is your basic figure. 
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How much on this side is there actually paid in directly to the Gov- 
ernment; that is the point. I realize that on the personal-income mat - 
ters it is an approximation. 

Senator O’Manoney. You are ready to comply with the suggestion 
of Senator Wiley ? 

Mr. Davtes. T think we understand; yes, sir. 

(The information referred to follows :) 


ARABIAN AMERICAN O11 Co. 
New York, N. Y., March 29, 1957. 
Mr. DonaLp P. McHuGH, Cocounctn, 
Senate Antitrust and Monopoly Subcommittee 
United States Senate, Washington, D. C. 


Dear Mr. McHvucu: I am enclosing herewith two copies of letter to Senator 
Wiley and the schedules which were attached to it. This letter is in response to: 
the request made by Senator Wiley during the hearing on March 20 for certain 
information. 

Very truly yours, 
JAMES TERRY DUCE. 


ARABIAN AMERICAN OIL Co. 
New York, N. Y., March 28, 1957. 
Hon. ALEXANDER WILEY, 
United States Senate, 
Washington 25, D.C. 


My Dear SENATOR: Schedules which show the information which you requested 
during the hearing on March 20, 1957, before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary and the Subcommittee on Public 
Lands of the Committee on Interior and Insular Affairs, are attached. 

Schedule I shows, for the years 1950 through 1956, the United States income. 
tax which was paid by the stockholders of Aramco on dividends from it and the 
estimated taxes on their stockholders with respect to the dividend distribution 
of the remainder to them. It appears that 35 percent of the amount_of Aramco’s 
dividends has found its way into the United States Treasury by way of income 
taxes on the recipients of those distributions. 

Schedule II shows, for the years 1955 and 1956, how the elimination of per- 
centage depletion would have affected the taxes on these distributions. Had 
percentage depletion not been allowed in these years, Aramco’s profits after taxes, 
that is, the money available for distribution by it to its stockholders and through 
its stockholders to the ultimate owners, would have been reduced by the conse- 
quent United States income tax. These reductions would have reduced Aramco’s 
dividends and, thereby, the taxes payable by the distributees. 

Schedule III shows the effects of percentage depletion and foreign tax credit 
on foreign and domestic operations. The last two columns reproduce the figures 
shown in the computation which now appears in the record on page 2951. The 
remaining three columns show that both percentage depletion and foreign tax 
credit are necessary in order to place a foreign operation in a situation comparable 
to that of a similar domestic operation. With percentage depletion and credit, 
the foreign operation retains 58.5 percent of its net income before taxes, while 
the domestic operation retains 57.6 percent. On the other hand, were the foreign 
tax credit alone denied the foreign operation, it would retain only 41.6 percent, 
while, were percentage depletion alone denied such an operation, it would retain 
only 45.4 percent. Without either, the foreign operation would be able to retain 
only 25.5 percent of its net income, or less than half as much as a comparable 
domestic operation could expect to retain. 

Very truly yours, 
F. A. DAVIES. 
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ARABIAN AMERICAN OIL Co. 


ScHEDULE I.—Estimated United States tazes on distributions by Aramco and its 
stockholders 


(Thousands of dollars] 


1950 1951 1952 1953 1954 | 1955 1956 





Aramco dividends 76,120 | 120,092 | 123,662 | 137,348 | 317,530 | 297,878 | 300, 784 
United States income tax on dividends_ 4, 944 9, 378 9, 887 10,983 | 24,869 | 24,97 24, 364 
Balance available for distribution._....} 71,176 | 110,714 | 113,775 126, 365 | 292, 661 272, 899 | 276, 420 
Estimated United States income tax on 


distributions by stockholders of 
33, 214 34, 134 37, 910 87, 797 81, 870 82, 927 


Aramco 

Total United States income tax on dis- 
tributions by Aramco and by the 
stockholders of Aramco s 42, 592 44,021 48,893 | 112,666 | 106,849 | 107, 291 


ScHEDULE II.—Effect of percentage depletion on aggregate United States tazres 


(Thousands of dollars] 


1955 | 1956 esti- 
mated 





i 





. Taxable net income 339, 831 | 353, 178 
. Percentage depletion 148, 167 | 152, 006 


Taxable net income without percentage depletion_.-...___..______- 487, 998 | 505, 184 


. United States income tax without percentage depletion 61, 010 “63, 233 
. Aramco dividends ; 297, 878 300, 784 


? Revised Aramco dividend 236, 868 | 237, 551 
. Tax on revised dividend 19, 186 | 19, 242 
; Amount available for distribution by stockholders of Aramco.__-___- 217, 682 | 218, 309 
. Estimated tax on stockholders of stockholders (at 30 percent) 65, 305 | 65, 492 
: Total estimated tax (7 plus 9) a 84, 491 | 84, 734 
. Total estimated taxes from schedule I 106, 849 | 107, 291 
i (Loss) in tax revenue (22, 358) (22, 557) 
. Gain in tax on Aramco . 61, 010 | 63, 233 


Net gain ge a 38, 652 | 40, 676 
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SCHEDULE 


operations 


(Thousands of dollars] 
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Foreign operation 





‘ | Without | foreign 
| Without | percent- | tax credit 
| foreign ace de- | or per- 
tax credit; pletion | centage 
| | deple- 
| tion 
ace es eae - - - | — — -_ -_ 
1, Total earnings (gross revenue) ._._.......--_----- 724, 370 7 724, 370 724, 370 
Expenses: | 
2. Other than royalty - - - : miata 180,953 | 180,953 | 180,953 | 
3. Royalty - -.--- ia decteei eh easonact a ieaceeil ne 78,462 | 78,462 
+ Subtotal _---- 259, 415 ) 259 415 259, 415 


. Net income before taxes 


6. Saudi Arabian income taxes 
7. State and local taxes_ 
8. United States income tax--_-....---- 
9. I I II ort stecstsintinersininin etnies 
10. Net income after taxes.--.-....-..----- 
Percent of net income retained ; y 
Net income per barrel produced (cents) ondcheb sald 
COMPT'TATION OF UNITED STATES TAX 
| 
11. Net income before taxes and depletion - 7 
12. State, local, or Saudi taxes. sail 
12 > ¢ ;. 
13. Pereentage depletion_--_- ‘ 
14. Taxable aetinoome.. ........-..--.-..-....| 
15. United States income tax. ......-.--.---_--_-_- | 
a en I oh ici woncunncuneswese 
17. Net United States income tax_....__.-___-- 


COMPUTATION OF PERCENTAGE DEPLETION 





Gross income from property before royalty -- - 
Royalty : : ; 


Gross income from property- | 
A. 27.5 percent of gross income -- 2 
Producing expense a 
Net income from property 
B. 50 percent of net income 
Percentage depletion (smaller of A or B) 


| 











87, 998 
92, 743) 
43, 978) 


4 
1 
1 


‘151, aT 


8, 659 


1 599, 855 
76, 297 
523, 
143, 
2 170, 
352, 
176, 
143, 





558 
978 
598 
960 
480 
978 


Without | 





61, 010 


3 


253, 7 


203, 4 


211, 202 


45.4 
60.0 


487, 998 





, 753 
, 743 


998 


, 010 


192,743 


153, 527 


346, 270 | 


118, 685 


gk 


25.5 


33.7 | 


487, 
(192, 743) 


998 | 





iffects of percentage depletion and foreign taz credit on foreign 


Domestic 
| } opera- 
| tion 
Actual | 
| 
| 


724, 370 | 


180, 953 180, 953 
78, 162 78, 462 
5 | 259, 415 250, 415 
464, 955 464, 955 
192, 743 rs 
42, 000 

| 154, 867 

192, 743° | 196, 867 
979, 21: 2 268, 088 
58.5 57.7 

7 76. 1 


487,998 | 487,998 
42, 000 
148, 167 


297 


"148, 167 | 
831 
154, 867 


176, 708 | 
192, 742 


0 | 


154, 867 


| 


615, 086 1 599, 855 

76, 297 76, 297 
538, 789 523, 558 
148, 167 143, 978 
63,626 | 2170, 598 
475, 163 boo 960 
237, 581 176, 480 
148, 167 143, 978 


1 Gross income from the property is reduced by the portions of deductible Saudi Arabia income taxes which 


are allocable to pipeli ne and terminal expense. 


2 Producing expense includes the proportion of deductible Saudi Arabia income taxes allocable to produc- 


tion. 
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uN 
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Senator O’Manoney. Now, may I ask you, Mr. Davies, to have 
Mr. Erskine or any other member of his staff confer with Mr. McHugh 
about the presentation of these materials which we have requested in 
the most convenient manner for you and ourselves ? 

Mr. Davies. Yes, sir. 

Senator O’Manonry. The committee will stand in recess until 2: 30. 

(Whereupon, at 1 p. m., the committee recessed, to reconvene at 2: 30 
p- m., this day.) 

AFTERNOON SESSION 


Senator O’Manonry. The committee will come to order. 

I hope to be able to finish this phase of the session this afternoon. 

Members of the committee all have other obligations besides this par- 
ticular activity and tomorrow we will assemble again at 10 o’clock. 
At that time the Socony Mobil Co. will be here to testify. 

Mr. Davies, you had finished your prepared statement, of course, 
and now Mr. McHugh has some more questions to ask. 


STATEMENT OF F. A. DAVIES, CHAIRMAN OF THE BOARD, ARABIAN 
AMERICAN OIL CO.; ACCOMPANIED BY JAMES TERRY DUCE, 
VICE PRESIDENT, ARABIAN AMERICAN OIL CO.—Resumed 


Mr. McHven. Mr. Davies, you were telling us this morning about 
the 1950 income-tax decree promulgated by the Saudi Arabian Gov- 
ernment. You mentioned at that time that certain officials of the 
United States Treasury Department took a part in those arrangements. 
You mentioned the name of Mr. Eddy. 

Mr. Davies. I mentioned the name “Mr, Eddy” but I didn’t say he 
took any part in those preparations whatsoever. 

Mr. McHueu. Will you tell us what was Mr. Eddy’s function, if 
any ? 

Mr. Davtes. It was my understanding that he was out there to con- 
fer with the Saudi Arabian Government with respect to their fiscal 
policies. 

Mr. McHueu. Which fiscal policies? 

Mr. Davies. Of Saudi Arabia. Financing arrangements and so 
forth. Stabilization of their currencies. 

Mr. McHveu. Did that involve the income-tax decree? 

Mr. Davies. I wouldn’t think so. 

Mr. McHveu. It had nothing to do with the decree ? 

Mr. Davtes. I wouldn’t think so. 

Mr. McHveu. Do you know where Mr. Eddy is now? 

Mr. Davies. Yes, I spoke to him here a little while ago. He is 
over there on the other side of the room. 

Senator O’Manoney. Will you identify yourself, Mr. Eddy ? 


STATEMENT OF GEORGE EDDY, ALEXANDRIA, VA. 


Mr. Eppy. Yes, sir. 

Senator O’ManoneEy. Where are you employed, Mr. Eddy? 

Mr. Eppy. I am not formally employed. I am pursuing an interest 
of my own. 

Mr. McHvcen. For the record, will you state your full name and 
address? 


90507—57—pt. 2——-39 
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Mr. Eppy. George A. Eddy, 5151 Polk Avenue, Alexandria, Va. 

Senator O’Manonry. Were you an employee of the Treasury De- 
partment? 

Mr. Eppy. Yes, sir. 

Senator O’Manoney. At what time? 

Mr. Eppy. I first went there in 1934 and with various interruptions 
I left in 1955. 

Senator O’Manonry. When you speak of interruptions during the 
21-year period, what sort of interruptions do you mean ? 

Mr. Eppy. I was out during most of the war, most of it in military 
service and in the 1930’s I went back to a position and a second posi- 
tion in New York City, with the Federal Reserve Bank of New York. 

Senator O’Manonry. How long did you hold that position? 

Mr. Eppy. I went there before I went to the Treasury and in all I 
worked for the Federal Reserve bank about 4 years and a fraction, 
I believe. 

Senator O’Manoney. Did you go to Saudi Arabia ? 

Mr. Eppy. Yes, sir. 

Senator O’Manonry. When? 

Mr. Eppy. In 1948. 

Senator O’Manonry. How long were you there? 

Mr. Eppy. I was in the country about 6 weeks. 

Senator O’Manonry. Were you sent by the Government of the 
United States? 

Mr. Eppy. Yes, sir. 

Senator O’Manonry. By the Treasury Department ? 

Mr. Eppy. Yes, sir. 

Senator O’Manoney. What was your function? 

Mr. Eppy. To supply any help I could about their extraordinary 
and unique monetary problems. They had a monetary system which 
has had no parallel anywhere in the world, and I was sent out by the 
Treasury Department to be of whatever help I could to them. They 
had been asking for advice. 

Senator O’Manonry. What was the occasion for the Treasury to 
send you there? 

Mr. Eppy. I believe the Saudi Arabian Government had asked for 
advice and I do recall that the Arabian-American Oil Co. had rec- 
ommended that some experts be sent out to help them because the com- 
pany did not want to advise the country on that monetary policy 
area. 

May I say there, sir, that I speak with some hesitation about a mat- 
ter that I performed only as a subordinate of the Treasury. I am 
perfectly willing to tell everything I know, but in some degree I wish 
that approval could be obtained from the Treasury for me to speak 
at all. 

Senator O’Manonry. I can understand your reluctance. Your 
name came into the testimony this morning. Did you have anything 
to do with respect to Aramco at any time? 

Mr. Eppy. Yes, sir, Aramco loomed very large in all of Saudi 
Arabia’s problems and I did have several things to do with it, which 
touched on Aramco. 

Senator O’Manoney. Who was the Secretary of the Treasury when 
you went? 
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Mr. Eppy. Mr. Snyder, John W. Snyder. 

Senator O’Manonry. When you left who was Secretary of the 
Treasury ? ' 

Mr. Eppy. Mr. Humphrey, when I left the Treasury in 1955. 

Senator O’Manonry. What occupation did you take up when you 
left the Treasury ? 

Mr. Eppy. I have been pursuing a project in which I myself was 
very interested and it is not for anybody else, it is just for myself. 

Senator O’Manonry. You are acting in a personal capacity ? 

Mr. Eppy. Yes, I am doing research and trying to write a book. 

Senator O’Mauonry. Did you have anything to do with this in- 
come-tax problem ? 

Mr. Eppy. A very little. There was one brief conversation which 
touched on this point. 

Senator O’Manoney. Do you have any reason for not testifying 
about it ? 

Mr. Eppy. None personally, and if you order me to I will be glad to 
testify, but I am a little worried about the general policy of whether 
a subordinate in any department should testify without the approval 
of his departmental superiors. 

Senator O’Manonry. As a member of Congress and as a member of 
this committee, I hereby absolve you from any reluctance or any fear 
of any kind. You may testify. The Congress was created by the first 
article of the Constitution and all the Cabinet officers hold their posi- 
tions by virtue of confirmation of the United States Senate, so I think 
nobody will challenge your answers to our questions. 

Mr. McHveun. Will you tell us then, Mr. Eddy, what, if any, dis- 
cussions or advice was furnished by you to the Saudi Arabian Govern- 
ment in connection with the drafting of the income-tax law of Saudi 
Arabia? 

Mr. Eppy. Nothing whatever on that, sir. So far as I know, any 
drafting of the law occurred a year or two after I had been in the 
country. I had no communications with the Saudi Arabian Govern- 
ment on any drafting of any income-tax law. 

Mr. McHveu. Did you discuss with Saudi Arabian officials the 
question of establishing an income tax ? 

Mr. Eppy. There was one question that was asked me by a subordi- 
nate official, something to the effect: What kind of arrangements are 
there throughout the world by which the owners of oil-bearing lands 
participate in the income from the production of oil ? 

Senator Wiuey. Is this a subordinate official of the Government or 
the company ? 

Mr. Eppy. This was a subordinate official of the Government of 
Saudi Arabia. Those are bigger words than he used but that was the 
import of his question. 

Mr. McHveu. Did the question arise concerning the method where- 
by the Saudi Arabian Government would share in the profits of 
Aramco, the question of royalties vis-a-vis income tax? 

Mr. Eppy. It was a general question not applied to any company 
in any wording of the question, But, of course, Saudi Arabia had just 
one oil producing company so naturally they were thinking of Aramco. 
But the question asked me, and the answer I gave, was wholly in very 
general terms without any company or any figures involved at all. 
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Mr. McHveu. Will you tell the committee generally what the effect 
of your advice to them was on this question ? 

Mr. Eppy. By effect, I presume you mean the purport rather than 
the result. I don’t know of the result and I have no idea whether any- 
thing I said had anything to do with the result. 1 had one conversa- 
tion with a man who himself, I believe, was relieved of his position 
or resigned the next year. He asked me what kind of arrangements 
owners of oil lands used. I consulted with the United States Am- 
bassador whether I should answer the question at all and he said I 
should, and I then went back to this official and said that I was by 
no means qualified to give him expert advice on that subject. 1 was 
trained in another area but that so far as I knew there were several 
different arrangements. I can’t recall all the ones I named. One was 
a direct royalty. One was, I believe, a rental arrangement. One was 
a stock participation. One was an income tax. And there may have 
been several others, I can’t recall now. I did explain to him the 
difference of the effect on the company between a royalty and an 
income tax.? 

This conversation took place in probably November 1948. 

Mr. McHvueu. Thank you very much, Mr. Eddy. 

Senator Witey. Who paid you? 

Mr. Eppy. For what? 

Senator Wier. For the time you were over there ? 

Mr. Eppy. I was just on my regular Treasury salary. 

Senator Witey. You were on the Government payroll ? 

Mr. Eppy. Yes, sir. 

Senator Wizey. I suppose it wasn’t Mr. Snyder, but who was it 
that was your superior that suggested that we give this aid to this 
Government? Who was it? 

Mr. Eppy. No one gave any such suggestion. 

Senator Wier. How did you happen to go over there? 

Mr. Eppy. By “aid” you mean who suggested that I go over to give 
advice on monetary questions ¢ 

Senator Wier. Yes. 

Mr. Eppy. I don’t recall who in the Department gave the final ap- 

roval of my going. Another man from State Department also went. 

do know that Aramco wrote to Under-Secretary Lovett of the State 
Department and possibly to Mr. Snyder but certainly to someone in 
the Treasury and asked those two departments to send a mission to 
Saudi Arabia to give advice on monetary problems. 

Senator Wier. And that is what you went for? 

Mr. Eppy. Yes, sir. 

Senator Wirxy. Do you remember anything further than what you 
have testified to in relation to the overall monetary problems? 

Mr. Eppy. 9914 percent of my advice was on the monetary field. 
I gave no advice about anything else. The little testimony I have just 
given was about answering a general question although I was aware 
myself that it might have major implications for Saudi Arabia. 

Senator O’Manonry. Did you have anything at all to do with the 
discussions that once took place about lend-lease to Saudi Arabia ? 


Mr. Eppy. No, sir. I was not in the Treasury during those war 
years. 


2 Mr. Eddy added this sentence at a subsequent date. 
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Senator O’Manoney. I didn’t mean on this occasion. You had 
nothing to do with that ? 

Mr. Eppy. No, sir; lend lease had terminated several years before 
that. 

Senator O’Manonry. Did you know anything about the amount of 
money that had been given to Saudi Arabia and under what terms 
it had been given ? 

Mr. Eppy. I had read about it in the Treasury’s or the Embassy’s 
files. 

Senator O’Manonry. I am asking about your personal knowledge. 

Mr. Eppy. No. I had no contact with that at all. I knew nothing 
about it personally. 

Senator O’Manoney. All right. 

Thank you very much, sir. We are indebted to you for your readi- 
ness in coming forward. 

Mr. Eppy. Thank you, Senator. 

Mr. McHueu. Mr. Davies, did you personally participate in the 
arrangements and discussions between Aramco and Saudi Arabia pre- 
vious to the promulgation of the 1950 tax decree ? 

Mr. Davies. I participated in the discussions leading up to the 
agreement at that time. 

Mr. McHvuen. What discussions, if any, took place with reference 
to the possibility of Saudi Arabia participating in Aramco’s profits 
solely through a royalty arrangement ? 

Mr. Davies. I don’t recall that at that time we were discussing the 
possibility of a royalty arrangement. As I recall, the Saudi Arabian 
Government had come to the conclusion that they wanted to partici- 

ate by this income-tax route. 

Mr. McHven. This was a decision solely of the Saudi Arabian 
Government ? 

Mr, Davies. It was, sir. 

Mr. McHueu. Was this based upon a recommendation to Saudi 
Arabia made by Aramco? 

Mr. Davies. Definitely not. 

Mr. McHven. Did you discuss this problem with State Department 
officials at this time ? 

Mr. Davies. It was discussed in the State Department in 1949 and 
I think in 1950. 

Mr. McHvueu. Was it also discussed in the Treasury Department ? 

Mr. Davies. I wasn’t present in those discussions. I don’t believe 
it was. Can you throw any light on it? 

Mr. Erskine. I don’t recollect that it was at all. 

Mr. McHvueu. Was there any consideration at that time as to wheth- 
er or not the United States would permit this tax to be claimed as a 
credit against the United States income tax ? 

Mr. Davirs. We certainly assumed that it would be, because of the 
laws as they existed at that time. 

Mr. McHvueu. Was there discussion with Treasury officials or In- 
ternal Revenue officials concerning this ? 

Mr. Davies. Not that I know of. 

Senator Dirksen. That was existing law; wasn’t it ? 

Mr. Davies Existing law; yes, sir. 

Mr. McHveun. That isthe law of 1917; isn’t it ? 
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Mr. Davies. I think of it as 1917 or 1918; yes. The law of tax 
credit or whatever you call it. I don’t know what the name of it is. 

Senator O’Manoney. Was it discussed with the Ways and Means 
Committee of the House or the Finance Committee of the Senate? 

Mr. Davtes. I really can’t say, Mr. Senator. I don’t know who the 
discussion was held with, if anyone. 

Senator O’Manoney. Mr. Duce, do you know? 

Mr. Duce. No; I am sure it wasn’t discussed with either of those 
bodies. 

Senator O’Manoney. You would have known if it had been 
discussed ? 

Mr. Duce. I think I would. 

Senator O’Manonry. Nobody in Aramco would have come to 
Washington to appear before a committee of Congress without your 
knowing? 

Mr. Duce. Not with regard to a law that was in existence. 

Senator O’Manonry. I am not talking about the existing law. I 
am talking about the request of the Saudi Arabian Government to 
take advantage of this law. 

Mr. Duce. No; I am talking about the existing United States law. 

Senator O’Manoney. I know what you are talking about and you 
know what I am talking about so please answer my question. 

Mr. Duce. Would I come before Congress and discuss a law in 
Saudi Arabia? 

Senator O’Manonry. Did you or anyone else in Aramco advise 
either of these congressional committees with respect to this particular 
decree of Ibn Saud? 

Mr. Duce. No, sir; as far as I know it was not discussed with 
Congress. 

Senator O’Manonry. As far as you know. 

You know all there is to be known about the relationship between 
Aramco and the executive branch of the Government, don’t you? 

Mr. Duce. You were not talking about the executive branch now. 
You are talking about Congress. 

Senator O’Manonry. I will change it and include Congress too. 

Mr. Duce. No; I am sure I don’t know everything that is discussed 
about us with Congress. 

Senator O’Manonry. I am not referring to the individual Mem- 
bers of Congress, Mr. Duce. I am referring to the official committee 
meetings at which matters affecting Aramco might be discussed. You 
would be there; would you not? 

Mr. Duce. I probably would if Aramco was called. 

Senator O’Manonery. Yes, I know you would too. Was it ever 
then discussed by Aramco at any official meeting of these committees? 

Mr. Duce. I don’t recall, Senator. 

Senator O’Manoney. Thank you. 

Mr. McHucu. Wasn’t there any discussion or consideration by 
that time on your part as to whether or not in fact this would be viewed 
by the United States as a legitimate credit or possibly as a disguised 
royalty ? 

Mr. Davtes. We certainly never thought of it as a disguised royalty 
in any sense, Mr. McHugh, and as I testified earlier, I think we did 
consider very seriously and assumed that it would be eligible for tax 
credit under the laws of the United States as they then existed. 
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Mr. McHveu. When you filed your income tax in 1950 and 1951, 
do I understand you claimed this as a credit ? 

Mr. Davies. Yes, sir. 

Mr. McHvueu. How did the Treasury Department rule on that? 

Mr. Davies. May I ask Mr. Erskine to tell you? I think I know 
how they ruled but I would like to have him tell it. 

Mr. Erskine. Our 1950 return was audited and accepted and the 
credit allowed. 

Mr. McHvueu. When was that? 

Mr. Ersxrne. The audit was closed about 3 months ago, but because 
of other factors which kept it open for about a year, the credit actually 
was allowed 2 years ago. 

Mr. McHveu. What is the date? 

Mr. Ersxrne. I don’t know exactly. 

Mr. McHveu. In what form were you advised 

Mr. Erskine. Let me see—we got a certificate of overassessments 
and deficiencies in December of 1953, which for all practical pur- 
poses closed the case. But there was an overassessment for 1 year 
due to shifts of income from 1 year to another which was over $100,000, 
so it had to go to the joint committee before it was finally cleared and 
that took about 2 years, but the joint committee made no change at all. 
So the case was closed as far as the Bureau was concerned in Decem- 
ber 1953 or possibly 1954. 

Mr. McHveu. Can you tell us what accounted for the delay in the 
clearance of your tax of 1950 and 1951 until the end of 1953 or some- 
time in 1954? 

Mr. Ersxrne. In the first place the Bureau does not audit each tax 
return immediately after it is filed. Generally they audit these re- 
turns in batches of about 4 or 5 years at a time and usually on the aver- 
age of about 3 years after the end of 5 years. For instance our 1939 
to 1945 audit wasn’t completed until about 1950. Our 1945 to 1950 
returns were audited all at one time and that audit was completed by 
the end of 1954 and because it had to go to the joint committee it re- 
quired another year and a half or 2 years and it was finally closed last. 
fall. They are auditing 1951, 1952, and 1953 now and the revenue 
agua expects to get 1954 and 1955 before he is finished. It will prob- 
ably take him a year and a half to do the audit and after the audit is 
completed there will be a certain amount of argument as to whether the 
corrections are right or wrong and that may take a matter of another 
year or so and the case will probably not be closed until 1959 or 1960. 

Mr. McHveu. In late 1953 or early 1954, when the Treasury De- 
partment gave you clearance on this 1950 tax, was the question before 
the Treasury at that time whether or not this in fact was a disguised 
royalty or should be allowed as a legitimate credit for income-tax pay- 
ment to a foreign sovereign ? 

Mr. Erskine. I don’t know what the Bureau of Internal Revenue 
thought about this. 

Mr. McHvueu. Didn’t you make a presentation to the Bureau ? 

Mr. Erskine. We explained the origin of the income tax and we 
had a conference on whether it was or was not a creditable item and 
after that conference we eventually received word that the credit 
had been allowed. 
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Incidentally, the Bureau of Internal Revenue has published a ruling 
in its bulletin to the effect that the Saudi Arabian income taxes are 
allowable as credits. That ruling was published long before; I think 
it was published while our audit was going on but before it was 
completed. 

Senator Witrey. What year? 

Mr. Erskine. What year did they publish it? 

Mr. McHveu. Yes. 

Mr. Ersxrnr. 1954,I think. [havea copy of it here. 

Mr. McHven. This was after the ruling by Treasury in connec- 
tion with your own 1950 income tax? 

Mr. Erskine. No; I may have the dates of the Treasury ruling and 
the ruling in our own case confused. It may be a year ahead of ours. 
I know the ruling that came out in the Bulletin was before the Bu- 
reau had ruled on our particular case. 

Mr. McHvuen. You say this was a year before? 

Mr. Ersxrne. It could have been a year before. 

Mr. McHueu. Was it on a ruling involving Saudi Arabia or Iran? 

Mr. Erskine. No; Saudi Arabia. 

Senator Wixey. In the years before the Suez closing, what percent- 
age of your income was derived from oil or oil products sold outside 
the United States? Eighty percent? 

Mr. Davies. I would say, I think the average just prior to Suez, 
the average volume of our oil that reached the United States was 
about 80,000 barrels and we were producing a million barrels, so it 
would be something around 80 percent. So your 90 percent wasn’t 
very far wrong. 

Senator Wirey. So your income then came from sales without this 
country ? 

Mr. Davies. With that exception. 

Senator Witry. I want to ask your tax expert again along the line 
I did this morning: Supposing that this were not the law as it is to- 
day and this were not regarded as an offset and supposing a tax of a 
hundred million dollars in a given year would be returnable to our 
Government, the minute that was decided, you would have a 271% 
percent reduction; would you not? 

Mr. Erskine. No; the 2714 percent is on the income side of it, not 
on the tax side. One hundred million dollars income would probably 
have reduced that by 52 percent of 2714. 

Senator Wirxy. How many dollars, let’s say, approximately ? 

Mr. Ersxrne. On that particlular figure, if the end product was 
$100 million to the United States, the percentage depletion would 
reduce it about $13 million or $14 million. The tax before percentage 
depletion would have been $113 million to $114 million. 

Senator Wirry. What I am getting at is this 2714 percent depletion. 
Supposing then the tax rate were $80 million and the depletion 
amounted to $20 million, that would be $100 million. The Govern- 
ment would get $80 million, but you would distribute, under condi- 
tions as they are now, $100 million to the 4 companies. Is that cor- 
rect? Iam talking about dividends. 

Mr. Ersxrne. I think we are confusing two things, Senator. One 
of them, Is the depletion a deduction from income ? 

Senator Witey. That is what I am getting at. 
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Mr. Erskine. If you have $80 million of taxes, either you have de- 
ducted depletion before you computed the tax or you haven’t. If you 
have computed the depletion before you computed the tax and you as- 
sumed that depletion was $20 million, that reduction reduced the taxes 
by $10 million. 

Senator Witry. Then you would have $100 million available for 
dividends ae of the tax of $80 million ? 

Mr. Erskine. Yes. 

Senator Wizery. Then if you gave that $100 million in dividends to 
your 4 American companies, how much would they be taxed on that 

$100 million instead of the $80 million ? 

Mr. Erskine. About $8 million. 

Senator Witry. Then if they took the $92 million and divided it up 
among their stockholders, what would you approximate? It is pretty 
difficult, but approximate. 

Mr. Erskine. That is difficult, depending on how much dividends 
they declare : and what the tax rate of the stockholder was. But we 
estimated on the average it would be about 30 percent, which would 
be another $27 million. 

Senator Witey. I would add, say, $40 million to the $8 million, that 
would be $48 million, that the taxes would ultimately come to this 
Government under this present arrangement. Correct ? 

Mr. Ersxine. Where did the $40 million come from ? 

Senator Wirry. I thought you said $38 million to $40 million. 

Mr. Erskine. It would be about 30 percent of $90 million. 

Senator Wiiry. It would be $27 million. Then it would be $27 
million and $8 million or $35 million ? 

Mr. Erskine. Yes. 

Senator Wixry. In other words, for income that results from Amer- 
ican development outside of this country, $35 million still comes to 
this country under those figures ? 

Mr. Erskine. To put it another way, the figures that Mr. Davies 
mentioned this morning, of the two hundred and eighty-odd million 
dollars of dividends, we declared the first thing is ‘that Aramco’s 4 
stockholders would pay about $24 million in intercor porate dividend 
tax. Then immediately, if they redeclared, it branches out to the other 
stockholders at an average rate of 30 percent, that would mean about 
another $75 million tax, so all together out of just the distribution of 
Aramco’s profits to the ultimate owners would net about $100 million 
tax to the United States. 

Senator Wirtry. The only reason I am getting into these figures is 
because I wanted to get what I thought were ‘the equities, “If you 
vendored your corporate charter, you could incor porate your business 
in any other foreign country : and what would be the situation then ? 

Mr. Ersxrye. It would depend on what country we incorporated in. 
It might have an income tax of its own. Assuming that there is no 
income tax, initially we receive the income without paying any tax 
on it, then when that income tax was distributed to the stockholders 
in the United States, since our stockholders, the corporation’s financial 
consolidated returns there would be a 54-percent tax on the distribution 
of the dividends. 

Mr. Davies. Senator, I am not exactly sure how you framed the 
question you asked me before Mr. Erskine started about the oil going 
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into the United States, but to make the record clear I want it to be 
understood that the sale of that oil that goes into the United States is 
made in Saudi Arabia. The sale is not made in the United States. 

Senator Wirry. Oh, yes. But I think it is very important. We 
have what we call public relations and in this particular situation in 
the world our relations with the Mideast is very important and I pre- 
sume that is why the executive department got into the matter, send- 
ing this other gentleman over there, I don’t know. But our foreign 
relations are also important. But at the same time I feel that Ameri- 
can corporations should do what I call equity in relation to taxes and 
this morning when I questioned about this, it was with the idea to find 
out how much taxes actually reaches this country under the present 
status of the situation. That was my only purpose and under your 
statement, under the income that you had of some $220 million, you 
figured how much would reach the Treasury. 

Mr. Erskine. Based upon an estimated 30-percent tax rate on the 
individual stockholders, of our stockholders it would be about a hun- 
dred million dollars. 

Senator Witxy. Hundred million dollars. Good. 

Senator Carrott. Mr. Chairman, while we are on this subject, I 
would like to put a question or two. What were the net earnings of 
Aramco in 1955? 

Mr. Davies. $272 million. 

Senator Carrouu. $272 million. 

Mr. Davies. Net earnings. 

Senator Carrott. How much of that was transferred to Standard 
Oil of New Jersey ? 

Mr. Ersxrne. Our dividends in 1955 were $283 million, they got 30 
ercent of that. A little less than 30 percent to Standard of New 
ersey. 

Senator Carroty. Let us follow how much of this trickles down. 
The testimony before this committee is that the Standard of New 
Jersey paid half of its earnings in dividends and withheld half of its 
earnings. The amount of money that you say is going into the hands 
of stockholders would assume that they made the full distribution of 
dividends, isn’t that so? 

Mr. Erskine. Two factors were taken into account. I don’t know 
how much of these profits were declared in dividends and I don’t 
know what the tax rate of the recipients is. Weighing those two, the 
average was considered 30 percent. 

Half of that may have been declared in dividends but on the other 
hand many of the stockholders receiving it are in higher tax brack- 
ets than in the 30-percent average. Weighing the two, that is the 
average. 

Senator Carrot. Have you attempted to compute stockholders’ 
equity in, Standard Oil of New Jersey in relation to the earnings of 
Aramaco in the year 1955? I asked Mr. Rathbone, the president of 
Standard Oil of New Jersey, and he gave me some figures that indi- 
cated there was about a 55-percent profit on stockholders’ equity. Are 
you familiar with that? 

Mr. Ersxtne. No. 

Senator Carrot. Just one more question about the depletion al- 
lowance. There are two ways to determine the depletion allowance. 
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One is on a cost basis; one is on a percentage basis. Aramco uses the 

ercentage basis, does it not? The reason you use the percentage basis 
is that the costs of the extractions are low, relative to the value of oil 
and gas produced, and they are low in your area, aren’t they ? 

Mr. Erskine. So far they have been. 

Senator Carroutu. The 2714-percent allowance is excluded from the 
taxpayer’s income for the purpose of income-tax computation. Is that 
an accurate statement ? 

Mr. Ersxrne. Yes. 

Senator Carroti. That is a statement that comes from the Joint 
Economic Committee. I am asking you to give us some idea of the 
various methods and the computations used by Aramco. 

Mr. Erskine. May I interpolate here for a moment? If we are 
going to get into the technicalities of the percentage depletion, it is a 
complicated computation. It takes about 15 pages of schedules to com- 
pute our percentage depletion. To put it on such a broad basis is cut- 
ting a lot of corners. The first thing I want to point out is that in com- 
puting the percentage depletion you take the 2714 percent of income 
from the property after you have deducted the royalty. The other 
pes I want to make is that in our particular case the gross income 

rom the property is a figure which represents the value of the oil at 
the well and not the selling price of the oil. So it is not 2714 percent 
of our gross income. It is ary, gevoent of the value of all the oil pro- 
duced at the well after the royalty has been deducted from the value. 
I just want to—— ; 

Senator Carrout. That is right about the royalty. That is exactly 
right. That isthe way itiscomputed. No question about that. 

Senator O’Manoney. Mr. Davies, I would like to ask a few ques- 
tions. 

Mr. Davies. I wonder if I could make a little statement first. 

Senator O’Manoney. Of course. 

Mr. Davies. There has been quite a bit of questioning and perhaps 
indications around here both this morning and this afternoon that 
Aramco had done something which isn’t entirely correct in the course 
that it pursued in taking credit for income tax paid and taking into 
effect this depletion allowance. I think we have to go back to-—— 

Senator O’Manoney. Mr. Davies, to set your mind at rest 

Mr. Davies. Could I finish ? 

Senator O’Manoney. Let me make this statement. I think you are 
oversensitive about this. 

Mr. Davirs. Maybe I am. There has been a lot of sniping, Mr. 
Senator. We are pretty proud of our company out there. We think 
we have done a good job for Saudi Arabia and we think we have done 
a very good job for the United States. 

Senator O’Manoney. I want to make it clear that the chairman 
of this committee, and as far as I know, no other members of the com- 
mittee, have been sniping. We are trying to get at the basic facts. 
We all know that the depletion allowance was provided by a law of 
Congress, that a law of Congress was enacted which was designed 
to encourage the development of American capital abroad. 

Mr. Davies. I think that is a very fundamental objective of our 


entire foreign policy, the encouragement of private American capital 
to go abroad. 
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Senator O’Manonry. It was so adopted by Congress. So if there 
is any sniping at anybody, it is at Congress too. We are only trying 
to get the facts. Since I have explained that we are not sniping at 
you, you may go ahead and make your statement. 

Mr. Davies. I didn’t mean that the sniping is here entirely but it 
is in many articles that appear in the press and other places. 

Senator O’Manonry. If you are going to worry about the press, 
just think of us. 

Mr. Davies. Let me worry about it a little bit. I like to worry. 

Senator O’Manoney. Think about all the sniping that is directed 
at usin the press. We just grin and bear it. 

Mr. Davies. I am kind of a worry-wart anyway. 

Senator Witry. You ought to go through a political campaign, and 
then you will know something. 

Mr. Davies. God forbid. I don’t want to go through a political 
campaign. Senator, so far as I know since 1918, since the end of 
World War I, that has been a basic pose of the United States Govern- 
ment, to do what it could to encourage private American capital to 
go abroad. The objective, of course, 1s twofold, we want to improve 
the standard of living and the welfare of the people abroad and as a 
result of that we want to build up markets for American goods as 
their standard of living rises. Also there are the profits paid out in 
dividends that we have been talking about here that comes back and 
enriches the economy of the United States. 

That is true in general in all kinds of industry, manufacturing, any- 
thing else. But I think in connection with sf. there is still another 
consideration. I think that oil companies have been especially en- 
couraged to go abroad because the United States feels that the develop- 
ment of a large reserve of oil in foreign countries by American opera- 
tors increases the security of the United States. 

Therefore, I don’t believe that at a time like this, after there had been 
such success in following that policy over the years, that there should 
be any removal of that incentive by either the elimination of the tax- 
credit policy or the elimination of the depletion allowance. 

In other words, I don’t believe that our country is ready to sub- 
scribe to the principle of double taxation. It is certainly the case 
that in the United Nations and, I think, throughout the world as a 
whole, that that principle is being set aside. Since that law went into 
effect I know you know this, Mr. Senator, since that law went into 
effect in 1918, we have engaged or entered into, I think, it is 19 tax 
treaties with different countries around the world which recognize 
that same principle of creditability of taxes paid in the foreign 
country. I hope I have made my position clear. I can go on. 

Senator O’Manonry. That is clearly understood by Members of 
Congress at least what the law is and why it was enacted. 

Mr. Davies. Yes. As far as the depletion allowance is concerned 
I think we are entitled to it on the basis of what the future holds for 
us in Saudi Arabia. You brought out this morning with Mr. Duce, 
for the next 40 or 50 years we will get the benefit of the depletion 
allowance out there and believe me, we are going to need it. When 
we wind up with our relinquishment program we will wind up with 
an area that is larger than your two States, Colorado and Wyoming. 
Our operations there today in the discovery of oil have not been very 
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expensive. They have been very profitable. We have, you might say, 
skimmed the cream out of our operations there. We have drilled the 
big structures, the ones we could perhaps find readily and look 
tremendously large, but with the exploration work we have done over 
the rest of our area which Mr. Duce also mentioned this morning, we 
don’t have any leads which would indicate to us that we expect to 
find another Ghawar Field or another one of those tremendous fields 
out there. We will have very expensive exploration from now on 
and it is for that that we feel we are entitled to the depletion allow- 
ance. Not only is Aramco entitled to it but go to the dividends we talk 
so much about. They go to our stockholders. That money helps them 
for the places that they sink a lot of money and don’t get the bonanza 
we get in Saudi Arabia. There have been only about 2 or 3 like that. 
That has been hitting the jackpot or a bonanza. For every one of 
those, there are thousands of the other kind. I don’t think the United 
States or anyone else is going to decide what they are going to do 
regarding double taxation or depletion allowance solely on the basis 
of what one very profitable company has been able to accomplish. 

Senator O’Mauronry. The depletion allowance question as an issue 
is not really before this committee. That comes before the Finance 
Committee. But it is a consideration, of course, as an element in any 
judgment that may be reached upon the general subject that is before 
us. Depletion allowances are very complex and they are not at all uni- 
form. For example, the depletion allowance on coal, as I remember, 
is only 5 percent. The depletion allowance upon other minerals is 15 
percent. The depletion plea ance on petroleum is 2714 percent. 

Oil shale is considered another mineral. But the Treasury Depart- 
ment has never reached any definite conclusion as to the basis upon 
which the depletion allowance for oi] shale should be figured—whether 
it should be figured upon oil shale as a mineral substance taken out 
of the ground or as its value as a crushed rock or at its value as a re- 
fined product, The Union Oil Company of California is seeking now 
to develop some shale in Colorado and it is asking a 2714 percent de- 
pletion allowance. It says it wants to be placed upon the same basis 
as petroleum but no decision has been made and a law will have to 
be px assed. 

So I assure you that the complexity of this problem is generally 
understood here and this committee is merely trying to get at the basic 
facts concerning Middle East oil and the Euro ean oil lift. 

In your written statement this mor ning, basthiinie on page 7 in 
your concluding paragraph, you use these words: 





In conclusion of this brief statement, I would remind the committee again that 
while we are Americans we are producing oil in Saudi Arabia. We must live in 
Saudi Arabia and the Middle East, if we are to live at all. We must respect 
the culture and aspirations of the area. All this must be understood and ap- 
preciated in any examination of our policies and activities. 

I could use those same words in explanations of my own position 
of this matter. We recognize the culture of Saudi Arabia. We know 
that King Saud is an absolute monarch. We know that Nasser is a 
dictator. We know that the Arabian sheikdoms and the other Arabian 
governments are very different from our own concepts of what gov- 
ernment may mean and we know that perhaps the peace of the world 
rests upon what is done in Saudi Arabia, so I hope you will bear with 
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us when we try to analyze the experience of Aramco in these fields. 

Here, for example, in the document which Aramco supplied to us 
at our request, a copy of which you have, the Arabian-American state- 
ment of financial position as of December 31, 1956, which we dis- 
cussed this morning, I find on the first page these two items. Let me 
refer only to one. Saudi Arabia income taxes—125,879,976. There 
is an asterisk on that item calling attention to the following note at 
the bottom of the page. Do you have it before you? 

Mr. Davres. I don’t have it. Is that the one I had this morning 
that was bound up in blue paper ? 

Senator O’Manoney. I will hand it to you after I read this state- - 
ment. 

Mr. Davtes. Maybe I have it. 

Senator O’Manoney. I will mark these two items. 

Mr. Davtes. I had one bound up in blue paper here this morning. 

Senator O’Manonry. Will you hand this to Mr. Davies, please? 
You will see I marked on that page, “Saudi Arabia income taxes— 
$125,879,976.” That is what you tell us. Then the note to which that 
asterisk refers at the bottom of the page reads as follows: 

At Saudi Arab Government's request Aramco has agreed to pay $65 mil- 
lion ta this amount directly to banks in payment of bank loans to the Govern- 
ment. 

Why does the Government of Saudi Arabia have to borrow money 
with this tremendous income from Aramco and for what purpose is it 
borrowing the money? Why are they making the loans? Have you 
paid them yet? 

Mr. Davies. Some of them come due each month. 

Senator O’Manoney. Is the King overspending? 

Mr. Davres. He has been borrowing on taxes which would not be 
payable. They have accrued but would not be payable for some dif- 
ferent period of months down the road; yes. 

Senator O’Manoney. He is spending his taxes in advance, is that 
the idea? 

Mr. Davres. Let’s bear in mind the payment of these royalties and 
taxes go to the Saudi Arabian Government and certainly it is that this 
income is the major element in the revenues or the economies of those 
countries out there. 

Senator O’Manoney. Perhaps we can answer a question 

Mr. Davies. Here is a country, Mr. Senator, that is about a third 
the size of the United States. That is a population of about 6 mil- 
lion people. Let’s add those up, those 2 you checked—125, and what 
was the other one, do you remember ? 

Senator O’Mauonry. Who is the treasurer of Saudi Arabia? 

Mr. Davies. The Minister of Finance is the man you would call 
the treasurer. 

Senator O’Manoney. Is that a separate and distinct entity from the 
King itself ? 

Mr. Davies. It is getting to be more and more al] the time. The 
setup of the government of Saudi Arabia is very much in a state of 
development. 

Senator O’Manoney. Isn’t it a fact that at least at the beginning 
of our operations there the treasury was the King’s pocket ? 

Mr. Davres. At that time, when the old gentleman was alive and 
their finances were very much reduced over what they are now and 
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they would be just about out of money at the end of a month before 
whatever was coming the next month, the King and the Minister of 
Finance worked together; yes, sir. 

Senator O’Manonry. I know personally from my previous sessions 
with the oil industry and with representatives of Aramco that the 
living standards of your Arabian employees have greatly increased. 
But I still believe that the real social benefits that have been con- 
structed in Saudi Arabia are those which Aramco has built and not 
which the Government of Arabia has built. 

Mr. Davies. Thank you for the compliment to Aramco, Mr. Senator. 

Senator O’Manoney. But isn’t that a fact? 

Mr. Davies. No; 1 want to go on. 

Senator O’Manoney. All right. 

Mr. Davies. The Saudi Arabian Government in the years since you 
were there—what year was it you were there ? 

Senator O’Manoney. I never went over there personally. 

Mr. Davies. I thought you were there when I was away. 

Senator O’Manoney. I had many invitations to go but I found I 
couldn’t get away from these green tables. 

Mr. Davies. Couldn’t I extend another invitation ? 

Senator Dirksen. Couldn’t we get just about 5 minutes of cohesive 
uninterrupted comments because I want to hear the story. 

Mr. Davies. About the progress 

Senator Dirksen. About this financial situation there. 

Mr. Davtes. I wanted to mention to the Senator that all the de- 
velopments and all the advancements that are taking place in Saudi 
Aeiiia at the present time are not being done by Aramco. Much as 
Aramco is proud of what has been done, but His Majesty is very much 
interested in the welfare of his people. 

Senator O’Manoney. Do you 

Mr. Davies. Don’t interrupt me, Senator. He wanted me to have 5 
minutes uninterrupted talk. 

Senator Dirksen. I do. 

Mr. Davres. Shush him down. 

Senator O’Manoney. I will shush and give you a chance to talk but 
you know, don’t go off on a tangent. 

Mr. Davies. Ihadn’t. I don’t think I had. Where was I? 

Senator Wier. Tell him about the schools and the developments. 

Senator O’Manoney. Tell us what King Saud is doing. 

Mr. Davies. I will if you will just give me the opportunity. 

Senator O’Manoney. You will get all the time there is. 

Mr. Davies. I know what you thought I was getting off on a tangent 
on: I was going to tell you what the King said when he first became 
king. He said, 








My father’s reign may be famous for its conquest and the cohesion of my 
country. My reign will be remembered for what I do for my people in the way 
of their welfare, their education, and their health. 

And what he has been doing in the past 2 or 3 years bears that state- 
ment out very much. He is building schools. He is building houses. 
He is building mobile clinics. He is building clinics that are not 
mobile all over the country. He is building roads, drilling water wells, 
developing agriculture, he is repairing the mosques. Too much is said 
here in the press and the magazines about the gold-plated Cadillacs. 
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I have not seen gold-plated Cadillacs. I have seen Cadillacs but I 
have seen a lot of Cadillacs in Texas, in the oil-producing parts of 
Texas. I didn’t mention Wyoming. 

Senator O’Manoney. You will Bnd them there. 

Mr. Davies. I want here to subscribe very heartily to the program 
that His Majesty is putting over in his country and to scotch ideas 
that there is nothing but waste there. There are many good things 
being done there and in each semester of each year you can see great 
increases. 

Senator O’Manonry. What about this $65 million that you are 
about to repay or may I ask that question now ¢ 

Mr. Davies. Thank you for permitting me my time. 

As the taxes which we owe to him come due we pay them to the 
bank. 

Senator O’Manoney. Do you know what the borrowings were made 
for? 

Mr. Davies. We don’t go into his spending in detail, Mr. Senator. 
We can’t do it. It is his money. He feels it is his money. He has 
earned the money. We don’t ask 

Senator O’Manonry. Now you make it personal. You said it was 
his money. 

Mr. Davies. All right. The Government’s money, let me say that. 
Maybe that would have been a better figure of speech. 

Senator O’Manoney. You didn’t say the Government’s money. 

Mr. Davies. You called him an absolute monarch. I don’t know 
what your definition of an absolute monarch is exactly. He is not 

uite an absolute monarch in my book because he is building up a 
Council of Ministers which guide him and in additon to that his 
actions are very closely controlled by the religious leaders of the 
country, so this idea that King Saud can do anything without con- 
sulting anyone isn’t true. 

Senator O’Manonry. He doesn’t have a parliamentary form of 
government. 

Mr. Davies. It is not legislative; no. It would be pretty hard to get 
those Bedouins in for an election, as a matter of fact. 

Senator O’Manonry. I don’t believe that any absolute potentate 
could be exposed to Jim Duce and Mr. Davies without rubbing off 
some standards of ethics. 

Mr. Davies. I beg your pardon. 

Senator O’Manonry. I don’t believe that any Arabian potentate 
could be exposed with you two gentlemen without profiting. 

Mr. Davies. I am glad I asked you to repeat it. 

Senator O’Manonry. But nevertheless he is almost an absolute 
potentate, isn’t he? 

The reason I am asking all these questions is because I have 
before me a report of an investigation that was made by the Special 
Committee Investigating the National Defense program during the 
80th Congress, 2d session. This is Report No. 440 and is part V 
thereof, entitled, “Navy Purchases of Middle East Oil.” I will read 
the conclusions that were reached here by this committee. The report 
was filed by Senator Brewster of Maine, on April 28, 1948. The title 
of this report on the first page is, “Investigation of the National De- 
fense Program, Additional Program, Additional Report Arabian- 
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American Oil Co.” The members of that committee were—majority 
side: Owen Brewster of Maine, chairman; Homer Ferguson of Mich- 
igan; Joseph R. McCarthy, Wisconsin; John J. Williams, Delaware ; 
George W. Malone, Nevada; Harry P. Cain, Washington. The mem- 
bers on the minority side in the 80th Congress were Carl A. Hatch, 
New Mexico; Claude Pepper, Florida; J. “Howard McGrath, Rhode 
Island; Herbert R. O’Conor, Maryland. You see I am not reading 


from a document that was prepared by any political partisans of mine. 
The conclusions on page 32: 


No. 1. The United States Government extended direct and indirect lend-lease 
and other assistance to the Saudi Arabian Government in excess of $99 million, 
of which only approximately $27 million is likely to be recovered. 

2. These advances of direct and indirect lend-lease and other assistance to the 
Saudi Arabian Government were initiated for the most part by the Arabian- 
American Oil Co., its affiliates and parent companies for two reasons. 


Mr. Davies. These advances were initiated, did you say, Mr. Sen- 
ator ? 


Senator O’Manoney (continuing) : 


These advances of direct and indirect lend-lease and other assistance to the 
Saudi Arabian Government were initiated for the most part by the Arabian- 
American Oil Co., the affiliates and parent companies for two reasons, first in 
1941 to relieve themselves of the onerous burden of supplying large funds to 
meet the budgetary requirements of Saudi Arabia. And second, in 1948 direct 
United States lend-lease was requested by the company to eliminate the danger 
of its concessions and earnings falling under the financial control of the United 
Kingdom. 

3. T» introduce the grant of aid to the Saudi Arabian Government, the Arabian- 
American Oil Co. offered to sell to the United States under a proposal to the 
President dated April 16, 1941, at prices based on fuel oil at 40 cents per barrel, 
under another proposal made February 8, 1943, as a further inducement to the 
United States to extend direct lend-lease to Saudi Arabia it could offer to set 
aside reserves and to sell its petroleum products, “at prices well under world 
prices,” or “at cost plus a nominal profit.” 

4. When the United States Government needed oil because of its war demands, 
not withstanding these prior proposals, the companies offered the Navy fuel oil 
at $1.05 a barrel on a take-it-or-leave-it basis. The Navy was forced to buy the 
oil on these terms. The committee is of the opinion that the oil companies were 
under a moral, if xot a legal, obligation to disclose to the Navy procurement offi- 
cers their previous proposals for the sale of oil submitted to the President. The 
oil companies exploited the Government by exacting high prices for their prod- 
ucts, submitting the high expenditures and assistance granted to Saudi Arabia 
at the companies’ behest to protect and preserve the companies’ concessions. 

5. The committee is of the opinion that in paying $1.05 a barrel the United 
States Government was overcharged between 30 and 38 million dollars on sales 
made to the Navy by Aramco and its affiliates between January 1, 1942, and June 
30, 1947, by payment of prices higher than those the oil companies have a right 
to insist on in the light of their preivous dealings with the United States. 


I have checked into this matter with the Department of Justice 
because it was laid before the Department of Justice. Justice brought 
no proceedings on the matter because they felt that no fraud was re- 
vealed in the hearings. . But nevertheless there is revealed the conclu- 
sion of the payment of $99 million of lend-lease aid to Saudi Arabia 
of which approximately only $27 million is likely to be recovered. Do 
you care to make any comment on this conclusion of this committee of 
the second session of the 80th Congress ? 

Mr. Davies. 1 wonder how much time I have. 

Senator O’Manoney. You have all the time you need to answer 
the question. 


90507—57—pt. 2 40 
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Mr. Davies. I appeared before Mr. Brewster for a full day on that. 
I must admit my facts were probably clearer then than they are 
today. That was 10 years ago. I don’t subscribe to the conclusions of 
that report one iota and I think if any disinterested person would 
weigh the evidence that was given, the testimony that was given, they 
would find that those conclusions cannot be supported. 

I don’t believe that we want to take the time to go into all of that, 
but I can assure you that the United States Government was not 
cheated, in spite of the conclusions reached by the Senate committee. 

Senator O’Manonery. Did Aramco—— 

Mr. Davies. Just a moment. Secretary Forrestal testified in con- 
nection with those sales and he testified that that was the cheapest 
oil that the Navy had ever bought, taking into account where it was 
needed. 

A statement like that from Secretary Forrestal, I think, refutes 
the conclusions that were reached and that you just read. I hate to see 
that thing brought up again. I hoped it was dead. I will be glad 
to try it again, if you would call it a trial. I will be glad to testify 
on it again. But I think we should do it under the proper conditions 
and today isn’t right, I am afraid. 

Senator O’Manoney. Here isa simple statement. 

This I read from page 19: 

The United States Government, through lend-lease and other means has 
furnished the major portion of over $99 million given to the Saudi Arabian 
Government. Of this sizable sum only $27 million is classified as probably 
recoverable. The balance of over $72 million is considered as probably non- 
recoverable. 

Is that to your knowledge a correct or incorrect statement? 

Mr. Davies. By far the biggest proportion of that, and I can’t tell 
= today the exact figures, was given to the King of Saudi Arabia 

y the British Government and the instructions to the British Govern- 
ment in that regard in Mr. Jesse Jones—no this is the President 
turned the proposal over to Mr. Jones who rejected it in August 1941, 
in a letter which stated— 


It is clearly the responsibility of the British to furnish the King with such 
aid as in their opinion he is entitled to and they feel would be helpful to their 


cause. 

Direct lend-lease aid by the United States Government was not given 
until the spring of 1943, and I am sure it was done on the basis that 
the security of Saudi Arabia was essential to the security of the 
United States. There was nothing in there about protecting Aramco. 
Seneter O’Manoney. Did Aramco have any part in initiating the 
oan { 

Mr. Davies. Initiating the lend-lease advance ? 

Senator O’Manoney. The lend-lease. 

Mr. Davies. By initiating I don’t know perhaps what you mean. 

Senator O’Manoney. In urging and asking for it. 

Mr. Davies. We did go to the United States Government and plead 
with them to give direct aid instead of aid through the British because 
by so doing the British were building up their prestige in that area. 
We didn’t like that. We wanted that to remain an American sphere. 

Senator O’Manonery. The aid was given. Was it repaid? 

Mr. Davies. It was given. 
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Senator O’Manoney. Yes. 

Mr. Davies. When the President, in his wisdom, determined that 
their security was essential to ours. 

Senator O’Manoney. That is right. It was given. 

Mr. Davrirs. Yes. 

Senator O’Manonry. Was it repaid ? 

Mr. Davies. I don’t know what the situation is as regards to that. 
I will have to look into it. I don’t know. 

Senator O’Manonry. We know from the evidence before this com- 
mittee and from the records of the Government of the United States 
that the Secretary of State testified or spoke to a meeting of MEEC 
representatives before he went to London for the Nine Power Con- 
ference. The subject of that discussion was the international rule 
with respect to financial recovery by a company in cases of expro- 
priation. We had expropriation by Mexico and the recovery was a 
payment which the oil companies involved didn’t think was sufficient. 
T read now from the statement of Mr. A. C. Ingraham, in a memoran- 
dum which he wrote for the Socony Mobil Co. concerning this meeting 
of August 13,1956. This came from their files. 


Secretary Dulles then addressed the meeting and indicated the seriousness of 
the situation. He was quite concerned over the fact that there was no plan of 
action available to handle alternative means of meeting supply and distribution 
problems in the event we lose the canal or pipeline facilities. He also indicated 
concern over possible loss of production in the Arab countries although the main 
problem is the transportation through the Suez Canal and pipeline. He then 
stated that he recognizes the oil companies were very much interested in the 
nationalization issue and wanted to put forth his views and what line he expected 
to take at the London Conference. He indicated that the United States would not 
acquiesce in the rights of nationalization that would affect any other facilities 
in our own economic interests. He commented that international law recognizes 
the right to nationalize if adequate compensation is paid. But he admitted that 


actually adequate compensation is never really paid and nationalization in effect 
thereby becomes confiscation. 


Then a little bit later in the document written by Mr. Ingraham we 
find this statement, 


A line he expected to take, 
he was talking of Secretary Dulles— 


on the problem at the London Conference and which was written up in his com- 
munique was to the effect that the United States felt it was O. K. to nationalize 
only if assets were not developed with an international interest. 

What he meant by international interest was where a foreign gov- 
ernment had made propositions of fixed duration in the form of 
concessions or contracts upon which other nations would rely on fixing 
their courses of action and their own economies on the basis that these 
certain propositions would be fulfilled. 

Now, upon the basis of that open question of international law, 
whether in the case of nationalization certain compensation is ade- 
quate or whether a broader payment should be required, may I ask 
you what the feeling of the executives of Aramco may be with respect 
to this question of the possible nationalization or termination of a 
concession? You would expect the Government of the United States, 
of course, to defend you, would you not ? 


Mr. Davies. I would certainly—let me make it personal to start 
with. 
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We don’t expect nationalization in Saudi Arabia. 

Senator O’Manoney. There is no sign of it so far as I know at the 
moment. 

Mr. Davies. No. There is quite a bit of confusion 

Senator O’Manoney. There was no sign of it when Nasser moved 
on the Suez Canal, either. 

Mr. Davies. Are you trying to throw a scare into me? 

Senator O’Manonry. I wouldn’t do that. 

Mr. Davies. There is quite a bit of confusion, I believe, in the think- 
ing on nationalization today. I think it is one thing to nationalize a 
business within a country purely for the welfare of the people of that 
country, and I think it is entirely different when an industry is na- 
tionalized, which is operating in the country through a sacred con- 
cession agreement or a contract. I think that that is a pure violation 
of the sanctity of contract, and I don’t believe it should be justified 
or condoned by the United States Government or any other govern- 
ment. 

I would like to see the United States Government make its position 
known in that respect. I would like to see some guidance of that kind 
of a thing into the world court or something so that we have some kind 
of a recourse when some dictator or some ruler overnight tells you you 
are through, because I think when a Government has entered into 
a contract knowingly and of its own accord, that that contract must be 
respected. 

I don’t think that the world is going to advance very rapidly until 
we can be sure that a contract like that means what it says, that a 
country can agree to do what it will do and agree not to do what it 
should not do. 

And until we have that assurance, we are not going to be able to 
progress as rapidly as we otherwise would. 

Senator O’Manoney. In the light of that statement, sir, and without 
attempting to argue the matter with you, I call your attention once 
more to this document that you provided to us, showing that for 1956 
Saudi Arabia income taxes amounted to $125,879,976, and United 
States income taxes in the same year amounted to $263,512. 

Do you think that it is unreasonable if some members of this 
committee, some newspaper editors or reporters, should feel that a 
great company owned by the Standard of New Jersey, the Standard of 
California, the Texas Co. and Socony Mobil should be unwilling to ac- 
cept some sort of an arrangement that would pay a little larger 
income tax to the Treasury of the United States which is now des- 
perately struggling to balance the budget but doesn’t know how? 

Mr. Davres. Senator, I go back to a remark I made this morning, 
that it seems to me that the country in which this development takes 
place should have the first call on the taxes. 

I think that is a commonly accepted principle today, do you not? 

Well, perhaps I shouldn’t ask you. Iam the witness, you are not. 

Senator O’Manonry. I am always ready to testify. 

Mr. Davies. Consequently, I think it is of extreme importance—I 
hope you don’t think I’m waving the flag too much but I think it is of 
extreme importance—to the United States that Aramco do everything 
it possibly can to maintain that concession out in Saudi Arabia. 

It is a tremendous reserve of oil and we’re going to find more oil. 
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Therefore, I think that Saudi Arabia, when they feel that they are 
entitled to the tax because of the customs in other countries, I am in- 
clined to agree with them that they should have that tax, and if in 
their getting that tax and we taking advantage, if you wish to use 
that phrase, of the tax laws and the. percentage ‘depletion allowance 
regulation of this country, if our making use of them winds up with 
no tax owing to the United States, I think that is all in consonance 
with the avowed foreign policies of the United States. 

Senator O’Manonry. I think it may be in consonance with the 
foreign policies of the United States, but part of that foreign p policy 
is the rec ognition by companies such as yours that the United States 
may be called upon to protect your concessions and contracts abroad. 

Testimony that you have given here today shows that Aramco holds 
this marvelous concession of rich deposits of oil that with a market for 
oil you sell only to your owner companies, the Texas Co., Socony, 
Standard of California, Standard of New Jersey. 

We know that those companies in turn are able to sell their oil at 
no small profit. We know from the figures before us that every one of 
the members of MEEC engaged in * foreign oil industry earn tre- 
mendous profits. 

The figures that we filed in these hearings show that of the 15 com- 
panies represented, some of them represented as subsidiaries as well 
as principals, their total assets as in 1955 amounted to $20,162 million. 
Their gross income from sales, $16,720 million. 

Their net income after taxes and depletion, $1,929,693,000. 

Mr. Davies. That is their net earnings? 

Senator O’Manonery. Yes. 

Mr. Davies. On a net worth of $20 billion ? 

Senator O’Manoney. Of $20 billion; yes, sir; that is what it it. 

Mr. Davies. Do you think that is excessive, 5 percent / 

Senator O’Manoney. I think it is very big. 

Mr. Davies. Five percent? Let’s not talk about the bigness. That 
is percentage retur n on net worth. 

(Mr. Davies later added this remark at this point :) 

This recital of 5 percent corresponds to my recollection. It is, however, in 
error in relation to the recital of almost $2 billion for net income after taxes 
and depletion. I can only assume that in the course of the questioning I under- 
stood the recital to be $1 billion. 

Senator O’Manoney. Sir, I am thinking of the families whose sons 
may have to go to war, if there is a war. They don’t have any such 
return. I am thinking of the owners of the savings bonds of the 
United States who had to hold their bonds for 10 years before they got 
3 percent return on their money. I am thinking of the people whose 
Government this is, and I am thinking of the crisis of civilation in 
which we are. 

Hasn’t the time come to find another way to support the Govern- 
ment of the United States as well as granting lend-lease to the po- 
tentates of the Middle East, in view of mutual aid which goes to them, 
$200 million a year to be given if the present program is carried out? 

Hasn’t the time come for the United States and every American 
oil company to give heed and deep concern to the physical status of 
this Government, which belongs to the people ? 
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Mr. Davies. Mr. Senator, you think it is quite essential, do you not, 
that these large oil companies that you speak of continue to be able 
to function, don’t you ? 

Senator O’Manoney. It depends upon what you mean by that. 
May I answer your question, sir ? 

Mr. Davies. Yes, sir. 

Senator O’Manoney. I was here during World War II. I know 
that 114 United States-flag tankers plying between Venezuela and the 
United States were sunk by German submarines. 

I know that Soviet Russia has a submarine fleet now far greater 
than that which Hitler had in the Second World War. I know that it 
will not be as easy to get oil from the Middle East to our shores for our 
airplanes and our naval vessels, not as easy by far as it was to get it 
from Venezuela when our tankers were being constantly sunk. 

I know that Captain Davis, of the United States Navy, testified 
yesterday before the Armed Services Committee of the House of Rep- 
resentatives, and, on the basis of figures from oil experts, said that 
the petroleum reserves of the world amount to about 200 billion barrels 
of oil, of which 96,400 million are to be found in the Middle East, of 
which only 40 billion are to be found in continental United States. 

But he also said, because he is in charge of Naval Petroleum Re- 
serve No. 1 in Colorado and Utah, that the oil-shale deposits of this 
country are capable of producing 1,000 billion barrels of oil—or a 
trillion barrels. 

Mr. Davies. There is lots of oil there, at a cost, of course. 

Senator O’Manoney. Yes, but without danger of attack from sub- 
marine. 

Mr. Davies. Yes, but, Mr. Senator, if we should go to war because 
of the situation in the Middle East or anywhere else, which God for- 
bid, of course. I don’t believe it would be out there to protect Aramco’s 
reserve of oil. It would be out there because of the strategic location 
of that and the need for oil. But how many thousands of years has 
this Middle East bridge been considered to be the controlling part of 
that tremendous land mass over there ? 

Senator O’Manoney. Of course, it has been the battleground of 
mankind—— 

Mr. Davies. That is right. 

Senator O’Manoney. As long as written history has been recorded. 

Mr. Davies. And I don’t think, Mr. Senator, that if our troops had 
to go out there, it would be because of Aramco’s reserve of oil in that 
area. 

Senator O’Manoney. Don’t you realize that the heart of this con- 
flict lies between those who believe in the capitalistic system upon the 
one hand and those who believe in dictatorship upon the other? 

Mr. Davies. How well I know. 

Senator O’Manoney. Don’t you know that our budget is not bal- 
anced ? 

Mr. Davries. I know that, sir. 

Senator O’Manoney. That the national debt of the United States 
is the largest debt ever accumulated by any nation on the face of the 
earth ? 

Mr. Davies. And I also know, Mr. Senator, I believe, that the United 
States feels that for its national security we must maintain a reserve 
of oil. 
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These big profits that you are talking about, Mr. Senator, these 
inordinate profits, which I think was 5 percent, out of which you have 
got to keep on with your building programs and pay your dividends 
and all the rest, that profit to me isn’t very large. 

And if Aramco is out there making good money, shall we say, we 
pay that money in dividends to our owners, and they go ahead and 
spend that money in the continued development of oil resources of the 
world, and, even with this money that they receive from us, I think 
some of the testimony before this committee has shown that their return 
in its relation to the net worth is going down year by year. 

Senator O’Manoney. I know from your statement, from your figures 
here, that you are paying $65 million of the borrowed money of King 
Saud, borrowed from banks. I know that yesterday the Treasury of 
the United States had to borrow from the banks of the United States 
and from great companies like yours some $2 billion in anticipation 
of the taxes to come in this year; so the crisis of capitalism is right 
here on this table before us. 

Mr. Davies. That is true, but I mentioned 

Senator Dirxsen. I don’t know that that is true. I don’t share the 
sentiments and the stump speeches that our affable chairman makes 
at all. 

Mr. Davies. Maybe I said that is true so I could get mine in. 

Senator O’Manoney. You said it because you meant it, Mr. Davies. 

Mr. Davies. No, sir; I agree with this gentleman. 

Senator O’Manoney. He hasn’t said anything yet. 

Mr. Davies. I'll shut up and let him say it. 

Senator Dirksen. The chairman is just running us all over the 
world, and I’m trying to cut through the calculated confusion. You 
go ahead and make your speech. 

Mr. Davies. I’d rather you would. I’ve been speaking too much. 

(Off the record.) 

Senator Dirksen. First, I want to make one little comment on that 
defense report to which you alluded and the recommendations which 
were read into the record. 

Mr. Davies. The conclusions? 

Senator Dirksen. Yes. I can only say that so many reports are 
prepared by staff. Members don’t always get around to them and 
don’t always get a chance to digest all the evidence and the testimony. 
I have concluded, after being around Washington for about 25 years, 
that neither Senators nor Congressmen are either infallible or omnis- 
cient, so you have a perfect right to differ, and differ vociferously if 
you like, with anything committed to paper, with any official docu- 
ment which represents the views of a committee or of individual Sen- 
ators. 

Mr. Davies. Thank you, sir. That makes me feel much better. 

Senator Dirksen. I just have a question or two to ask. 

With respect to the recapture of lend-lease, allegedly $99 million 
worth was made available. Yousaid that went to Britain. 

Mr. Davies. I think all but about $18 million, if I remember rightly. 

Senator Dirksen. I am frankly a little surprised that they even 
estimated they were going to get $27 million of that back into our 
own hands. 

As I remember lend-lease, and I was one of those people roundly 
scolded and condemned and criticized for voting against lend-lease, 
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it had a historic number, H. R. 1776. I'll never forget it as long as 
I live. I thought it would cost me my seat in Congress but I voted 
against it because I thought it was the thing todo. But I discovered 
only a fraction of it has come back from ‘anybody and the smallest 
fraction has come back from the Soviet Union. 

Yet there was no criticism when it was made available in great gobs. 
That leads me to this: 

I don’t have my geography sufficiently in mind, but where did Saudi 
Arabia hook into that general Middle Eastern ‘picture? I was not 
there, but-I remember my excursions in Iran and Iraq and Abadan 
and Khorramshahr where the large refinery is located that was na- 
tionalized by Mossadegh. 

Now, did Saudi Arabia come up anywhere with lend-lease at that 
time? 

Mr. Davies. No, I think most of the lend-lease aid that Saudi Arabia 
received was on the east side located near Cairo. 

Senator Dirksen. To what was it devoted, if you know? 

Mr. Davies. Foods, shipping, practically everything, because as 
we pointed out when we went to Washington in 1941, which was al- 
luded to in that report, Saudi Arabia was in the midst of one of the 
greatest droughts they had ever had. The pilgrimage revenue had 
dropped off terribly, almost to nothing on account of the war, so the 
King was really in very dire straits. He felt that he needed help 
from almost anyone who would give it to him, although I am sure he 
wouldn’t accept it from Communist Russia today as Nasser is reported 
todo. He just wasn’t that kind of a guy. 

But he certainly needed help, and when you ask what, I could almost 
go down the whole list of things because he had nothing except what 
he was receiving through lend-lease and Aramco. Aramco at the same 
time was advancing more than their obligations. They were help- 
ing to the maximum extent that they thought they could. Asa matter 
of fact, if you want to make a sort of invidious comparison, Aramco 
made its advances to the King when the troops were still threatening 
Cairo and Alexandria and that area up there, so the risk and the hazar d 

yas that much greater. By 1943 when lend-lease was in effect, the 
situation out there had changed materially and the hazards were no- 
where near as great. 

I hope that answers your question as to what his needs were at that 
time, Senator. 

Senator Dirksen. I have only one other question. Did he maintain 
any kind of a defensive or offensive force that could have been used 
if the circumstances arose ? 

Mr. Davies. No. His troops were just untrained home guard 
you might say. He had no organized army at that time. He had the 
kind of troops that would go over the desert first on camels and then 
later in cars to put down any uprisings or insurrections that occurred. 
He called them police really more than troops. 

Senator DirKsEN. Going back a little, at the time you negotiated 
that concession in Saudi Arabia, what other competing companies in 
other countries were in there seeking like concessions or the same con- 
cessions? Wasthat a competitive matter ? 

Mr. Davigs. Yes, the British were in there. Two British representa- 
tives were in there, Captain Longrigg and Major Holmes. 
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Mr. Duce. I think there were some Germans and Japanese. 

Mr. Davies. The Japanese came later but I didn’t know they were 
in there at that time. We had our concession enlarged in 1939. Again 
the King was in need of money, and we took some additional land. It 
had oil possibilities. It didn’t look as favorable as what we had, but 
we took it and then paid him, I think it was, 140,000 gold pounds for 
it, and at that time the Japs were in there endeavoring to obtain, I 
think, what we call the preferential area which we have since given 
up. 

= Dirksen. Your initial production in 1939 was around 11,000 
barrels a day, as I understand it, in round figures. 

Mr. Davins. I’ve got the report right here. I can give it to you for 
the various years. Have you seen our report of operations? 

In 1939 we produced 3,933,000 barrels of oil, which is a little over 
10,000 barrels, 10,000 or 11,000 barrels of oil a day. 

Senator Dirksen. In 1946 you jumped up very sharply. 

Mr. ae At the end of the war, at the end of 1945, our produc- 
tion was 21 million barrels. 

eae Dirksen. At the end of the war? 

Mr. Davies. Twenty-one million barrels, in the year 1945. 

Senator Dirksen. The figure I have here is that in 1945, if that could 
be called the end of the war, you were up to 59,000 bar rels a day ? 

Mr. Davies. That would be very close. I’ve got it here in the annual 
figures. 

Senator Dirksen. Now, you had a very sharp increase in 1946. You 
went to 165,000 barrels a day. 

Mr. Davies. Our refinery was completed at the end of 1945, a 50,000- 
barrel refinery, which enabled us to chew up that much more oil and 
market its pr oducts. 

Senator Dirksen. So it was facilities then ? 

Mr. Davirs. Not only facilities, Senator. There was a tremendous 
and rather unexpected—I was going to say back in 1944 I think it was 
when I appeared before the Maloney committee, I testified that the 
people expected a glut of oil as I called it at the end of the war, but I 
and many others were wrong and there was a terrific demand developed 
right after the war. 

Senator Dirksen. You made your arrangement whereby the Texas 
Co. came in for a 50 percent interest in 1936? 

Mr. Davies. That is right, sir. 

Senator Dirksen. Did you anticipate that you were going to get 
results here and that you needed marketing facilities that they had and 
you didn’t have ? 

Mr. Davies. That was the purpose, the prime purpose of the arrange- 
ment made between the Standard of California and the Texas Co. 

The Texas Co. had these markets east of Suez, and we in Aramco 
had the production, so the production was thrown in by the Standard 
of California and the markets by the Texas Co. and the Cal-Texas Oil 
Co. was formed. 

Senator Dirksen. The rest of the companies came in, Socony Mobil 
and Standard of New Jersey and the others, in a later year, 1948 is 
when they came in, 1947. 

Mr. Davies. Yes, 1947. 
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Senator Dirksen. I see by 1947 you had gotten up to 246,000 bar- 
relsa day. You were producing 24 times as much oil by that time as 
you did 9 years before or 10 years before. 

That has only one purpose, because I want to ask you this questicn. 

If you did not have the subsidiaries through whom you would market 
these immense quantities of oil, how would you market that oil? 

Mr. Davies. They are not our subsidiaries, Senator. 

Senator Dirksen. That is right, they are not. 

Mr. Davies. They are our shareholder companies, offtaker compa- 
nies and their subsidiaries. They are not Aramco’s subsidiaries. The 
whole thing was studied very extensively, I am sure, and the conclusion 
was reached in the best judgment of the people who were familiar with 
the industry and the marketing end of it at that time that the arrange- 
ment that was entered into was the very best and the most economical 
manner of marketing the oil that. was being developed in Saudi Arabia. 

Senator Dirxsen. If you didn’t have those companies to take off 
this oil, you would have to find other marketers to take it off ? 

Mr. Davies. Either they or go out and build up a marketing organ- 
ization of our own. 

Senator Dirksen. Which isa long-range operation. 

Mr. Davies. A long-range operation and a very expensive operation. 

Senator Dirksen. Who could you have gotten other than these? 
What other marketers were there at that time ? 

Mr. Daviss. I presume you are talking still about the 1947 arrange- 
ment ? 

Senator Dirksen. Yes. 

Mr. Davies. The two that came in were certainly the two that had 
the greatest markets to contribute. 

Senator Dirksen. Were there any negotiations with other marketing 
companies who wanted some of this oil ? 

Mr. Davres. Not that I know of, but I wouldn’t know because those 
negotiations were carried on by the owner companies. 

Senator Dirksen. So you had to find somebody to market this oil, 
and in your best judgment you thought these companies were the ones 
with whom you could best do business ? 

Mr. Davies. It seemed to the then owners that that arrangement was 
the very best arrangement, yes, sir. 

Senator Dirksen. It might, on the other hand, have been other com- 
panies if that had appealed to the Board ? 

Mr. Davies. I am afraid you would have to inquire of those com- 
anies who were in the negotiations at that time, Senator. I wouldn’t 
e in a position to say. 

Senator Dirksen. What is your capital investment in Saudi Arabia 

as of the latest reporting date? 

Mr. Davres. Net depreciated ? 

Senator Dirksen. Yes. 

Mr. Davies. 471 million. 

Senator Dirksen. 471 million. 

Now, of course, you were talking a little while ago about nationaliza- 
tion. If there were nationalization without compensation whatsoever, 
then you would be out 471 million, I take it, plus? 

Mr. Davies. That is what we consider the value of our assets out 
there at the present time, yes, sir. 
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Mr. Duce points out also that the same owner companies own tapline 
and there is quite an investment in tapline as well—Trans-Arabian 
pipeline. 

Senator Dirksen. Mr. Chairman, I haven’t seen those documents. 
Have they been made part of the record ? 

Senator O’Manonry. Yes. 

Senator Dirksen. The ones from which Mr. Davies is refreshing 
himself ? 

Senator O’Manoney. Yes. This is a document that was furnished 


to us by Aramco at our request. It was entered in the record this 
morning. 

Mr. McHveu. Yes. 

Mr. Cuumpris. It wasn’t formally introduced. 

Mr. Davies. My tax counsel informs me that in case of nationaliza- 
tion, we would not lose that full 471 million. Some 225 million of that 
represents cash, accounts receivable and so forth. 

Senator Dirksen. What is your annual exploration expense out 
there ¢ 

Mr. Davies. Last year—you mean the geological work only ? 

Senator Dirksen. Yes, all the research and exploration. 

Mr. Davies. At the present time I’m afraid I’d have to look that up. 
Ili give you that. It is $10 or $12 million. Including the exploration 
wells would bring it up to $20 million, perhaps. 

Senator Dirksen. And at what depth do you find 

Mr. Davies. The different fields produce at different depths. Our 
first field there came in at about 4,500. We have drilled as much as a 
little over 10,000 feet. The biggest field, the Ghawar field, that rather 
famous field which is quite long and quite wide, is around 6,000 feet. 

Senator Dirxsen. In every lodge, when you get to the end of the 
agenda, the exalted ruler or anybody else will ask: “Have you some- 
thing to offer for the good of the lodge?” 

Now, you are going to get an uninterrupted chance to say what you 
want. 

Mr. Davies. I think I have said just about everything that I have 
to say, Senator. I don’t remember anything that I have left unsaid. 

Oh, yes, I am reminded there was a statement inserted in the record 
at the time of Mr. Rathbone’s testimony which we looked over and 
we feel some of the assumptions that were made at that time were 
rather unrealistic. So I have a new tabulation prepared together with 
a statement to go with it which I should like to read, if I might. 

Senator Dirksen. Proceed. 

Mr. Davies. I would like to make a statement in reference to the 
table which was introduced in the record of these hearings during Mr. 
Rathbone’s testimony last week. I believe it appears on page 2450A. 

First, I want to point out that, because certain figures required in 
the computations of taxable net income and depletion for United States 
income tax purposes were not indicated in the reports on which the 
committee experts worked, the committee’s computations of United 
States income tax and depletion were somewhat in error. 

In 1955, Aramco’s gross income from its producing properties before 
the deduction of royalty was $615,085,618 and the royalty applicable to 
that sum was $76,297,007. 
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This resulted in a gross income from the property of $538,788,611 
and a percentage depletion allowance of $148,166,868. 

At the same time, Aramco’s taxable net income before percentage 
depletion as shown on its income tax return was $487,998,090, neglect- 
ing certain very small capital gains. 

Its taxable net income after percentage depletion was $339,831,222, 
resulting in a United States tax before credit of $176,706,735. 

In the computation which I am introducing with this statement, 
these corrections have been made. It should be noted, however, that 
they make no difference in Aramco’s net earnings after all taxes of 
$272,912.467. 

My principal remarks are addressed to the column labeled “Hypo- 
thetical Domestic Operations.” In this column it is assumed that a 
domestic operation would pay royalties and state and local govern- 
ment taxes exactly equal to the Saudi Arabian income taxes and roy- 
alties paid by Aramco. ; 

Inasmuch as this domestic operation would not be subject to Saudi 
Arabian income tax, there is no basis for the assumption that it would 
be subject to any such tax expense. 

Whoever prepared the figures appears to have recognized this, so 
he sets up an equivalent expense in the form of a hypothetical royalty 
of $191,204,425, as compared with Aramco’s $78,461,801, and state and 
local taxes of $80 million. 

Now, in comparing the foreign with the domestic operation, the 
discrepancy which appears in the final figure is attributable in large 
part to this difference in royalty cost rather than to the difference in 
tax treatment. 

I understand that a royalty of $191 million on a total revenue of 
$724 million amounts to far more than the royalty cost to which a do- 
mestic operator would be subject. 

A royalty of $78,461,801, that is, the same royalty and rent which 
Aramco pays, is very nearly one-eighth of the gross income from the 
property before royalty, which is what a domestic operation would be 
called upon to pay. 

The assumed United States State and local government taxes of 
approximately $80 million are also considerably more than the State 
and local taxes which a normal domestic operator would pay on this 
assumed income. My inquiries indicate that a fair figure is 9 percent 
of net income before taxes, or approximately $42 million. 

In the computation which is attached to this statement, I have there- 
fore charged this domestic operator with the same royalty as Aramco 
pays and this more realistic State and local tax figure. 

Putting the hypothetical domestic operations on this far more 
realistic basis results in a net earnings of approximately $268 million 
as against Aramco’s net earnings of $272 million. 

This $268 million, as compared with the $173 million shown in 
the committee computation, is almost entirely due to the $150,742,642 
greater expense with which the committee’s domestic operator has 
been charged as a result of these unrealistic assumptions. 

In terms of percentages, it appears that Aramco retains about 
58.5 percent of its net income after deduction of royalties but before 
taxes, while the domestic operator retains about 57.3 percent. 

It is apparent that if Aramco’s taxes were computed without foreign 
tax credit and without percentage depletion, there would be a serious 
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discrimination against foreign operations and in favor of domestic 
operations. 


Senator Dmxsen. Is that a corrected table now you are submitting 
with your statement ? 

Mr. Davies. Yes, sir. That is a correction of the table that was 
submitted, I think, at the time of the Rathbone testimony. 

Senator Dirksen. Would you like that to go in the record? 

Mr. Davies. Yes. 

Senator O’Manoney. That will be made part of the record. 

(The table is as follows:) 


Arabian American Oil Co.—Comparison of foreign and domestic operations, 1955 





a a 
Foreign Domestic 
operation operation 


Eten PRIOR: £.8.602- 56 Bd i eck ae cheese tenes cdi teaches “ff $724, 370, 316 $724, 370, 316 











Expense: 
2. Other than royalty ; - Jae hd wtdbbe sekbedtitlhtd tanigs eee 180, 953, 424 180, 953, 424 
3. Royalty and rent___- ial sino siete 0.91 ates da tasinind ease orecaht | 78, 461, 801 78, 461, 801 
4. Subtotal. ......... nine wate is etanercept ie 259, 415, 225 259, 415, 225 
5. Net income before taxes_.....-.---- pi, opcchitdeix Gbweeeabinaseatedodad 464, 955, 091 464, 955, 091 
ia ait See 0 ed ge he oe 192, 742, 624 |....._-._- ae 
7. State and local taxes sich teci ccna ia eierebctebh acuintel aaecdbctamaalgten Katie as 42, 000, 000 
8. United States income tax------- sewesieabebasieeecnte ; 154, 866, 735 
9. Total income taxes---.--_---- ncihainapieves is panteihalpeiumecindindteigiib'onaicwteainet ee 196, 866, 735 
30. Net ineome after taxes... =< --2n0-<in-25--nenncentapnensevn--t-a---5---| 272212467 | 28 OUR SES 


Computation of United States income tax: 
11. Net income before taxes and depletion. -.._...-...-...---- 7 ..-----.| 487, 998, 090 487, 998, 090 
12, State and local taxes wee “= ee bipsias | 42, 
13. Percentage depletion --- pall Rina se 148, 166, 868 148, 


297, 831, 222 
15, Income tax bs Je ec plies este dha tu ...| 176,706,735 | 154, 866, 735 
16. Foreign tax credit = ae iessasaee Sak Gi aha anes ital | 192, 742,624 |__ 
17. Net United States income tax.--_-- i pekahe oka ees ke tedunmiekanis 4 0 154, 866, 735 


14, Taxable net income---_.--.-.--- 


sigiaoaneh pegdenclscingde tiaainceeenisibeignelen cteae 339, 831, 222 








Computation of depletion (same for both operations) 


Gross income from property before royalty_-._..-.-----~-~- _... $615, 085, 618 
al a aa a Ri a ca kc 76, 297, 007 
frome 1mcome Trem wronbrey. 2 oe Le sek 538, 788, 611 
Be UMN, Cr NN Ia nc ven cisco kas Tk instance nee ct ol 148, 166, 868 


NotTEr.—Net income limitation not applicable. 


Senator Carrott. Do you have any further statement? Has the 
Senator from Illinois finished ? 

Senator Dirksen. Yes. 

Senator Carro.tt. With reference to the statement you just entered 
in the record, let’s forget the hypothesis of the committee, the hypoth- 
esis built upon that hypothesis, and let’s talk about the actual foreign 
operations. 

Total earnings in 1955—check the record to see if I am right—were 
$724,370,316 ; is that right ? 

Mr. Ersxrne. I would like to make a statement there. That is 
labeled total earnings and I labeled it total earnings because that is 
what it is called there but that is not earnings, that is gross revenue. 
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Senator Carrot. Let’s go down to the total expense $452,157,849 ; 
is that right ? 

Mr. Erskine. Including Saudi Arabia income tax. 

Senator Carrot. We go down to the net earnings, and I think your 
statement has said there is no change in the net earnings, $272,212,467. 

Mr. Ersxrne. That is correct. 

Senator Carrotu. I would like to say, Mr. Davies, for myself, that 
I think that your presentation here today has been the most direct 
and the most helpful that the committee has had. 

Certainly speaking for myself, the idea is to try to get some infor- 
mation, and you have been more direct in your answers and you have 
given us more information than we have had in a long time, because 
you have been very frank about your depletion allowance and your 
operating expenses not only in 1955 but 1956 insofar as you have been 
able to present that. 

Let’s talk a little bit about those royalties, if I may, and income 
taxes. You seem to have the impression that there has been some 
sniping at you, but there is a purpose in this investigation. 

The tax people are looking into this situation and they are going to 
look into it very carefully. 

Mr. Davies. Can I interrupt a minute, Senator ? 

When I used the word “sniping,” I was not talking about this 
committee. I said there had been some remarks made which indi- 
cated some confusion, or something like that, but the sniping was 
really referring to newspaper and magazine articles. 

Senator Carrot. I think, taking a look at the record of Aramco 
as a producer, in your 25 years’ experience you have certainly, from 
a managerial standpoint, done a magnificent job. 

There is a function of a committee of the United States Senate 
to take a look at that to see whether it is in the public interest of 
the American people, and that is the purpose of this investigation. 

I want to talk a little bit about the tax picture. The Senator 
from Illinois has outlined your remarkable increase in production, and 
from your own testimony this morning I think it is very important. 
Aramco was paying an income tax to the Government of the United 
States all through this period of time until 1950. 

Now, this shift of the income tax to Saudi Arabia in 2 years cost 
the taxpayers of this country over $75 million, at least from your 
own testimony. 

We lost almost $80 million in direct taxes, in addition to the 
dividend distribution which had been coming back to your stock- 
holders. So you see there is a direct loss there. 

In 1918 when we had this statute which gave the American corpo- 
rations doing business abroad the corporation tax there—and I want 
your very expert accountant to listen to this—I think the corporation 
tax was about 12 percent. When you went into business with Texas, 
the corporate tax in 1936 was about 13.5. Now the corporate tax is 
52 percent. Therefore, the Congress has a perfect right to investigate 
the tax mechanism, whether there is an evasion or an avoidance, to 
determine whether or not the money of the American people is being 
diverted into another channel, because it is certainly taken away 
from us. 

Royalties are deductible. That is right, is it not? 
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Mr. Erskine. Yes. 

Senator Carrott. If Aramco had taken its profits and increased 
those royalties to take care of the demands of Saudi Arabia, you could 
have put them in a tax deduction; is that not so? 

Mr. Erskine. That is correct. 

Senator CarroLu. But you would still have had to pay a tax income 
tothe United States Government ? 

Mr. Erskine. Yes; and the net result of that would be approxi- 
mately 76 percent of our income before taxes would have been paid 
out in taxes and we would have been left with 25 percent. 

Senator Carrotu. I am just saying that would be a tax deduction. 
We are not talking about the United States Government. 

Mr. Erskine. I am pointing out, Senator, the reason why this 
foreign tax credit was put into law in the first place. 

Senator Carrot. I'll come to tax credit. I am now tlaking about 
royalties. Royalties are deductible. 

Mr. Erskine. Yes. 

Senator Carrott. Now when we use the concept of this statute not 
as a deduction but as an offset, actually the effect of it has been to draw 
money out of the Treasury of the United States and to divert the 
United States tax money to the income tax of Saudi Arabia. Saudi 
Arabia may be entitled to more profits, but in this way it certainly 
comes out of the pockets of the taxpayers of this country. 

Mr. Erskine. Senator, the royalty has not been changed by Aramco 
since the beginning of the concessions. We pay 4 shillings gold per 
ton. We did when we started and we still do, so no change has been 
made in the royalty and nothing has happened to the United States 
tax on account of the royalty. 

What has happened to the United States tax is the Saudi Arabian 
Government imposed an income tax upon us, for reasons best known 
to themselves, but they did it. 

Under the United States income-tax law we are entitled to a credit 
for that income tax and we take the credit and the Bureau of Internal 
Revenue has allowed it. 

If that is taking money from the United States Treasury—and may 
I remark, Senator, that the United States Treasury loses no money if 
the United States tax law does not provide for its payment in the 
first place. The tax law does not provide for payment to the United 
States so nothing has been lost. 

Senator Carroiu. Let’s see how consistent your statement is. You 
did pay an income tax in 1949, 

Mr. Erskine. Before there was a Saudi Arabian income tax. 

Senator Carroiu. So, therefore, when that money isn’t coming into 
the Treasury, we have lost that money, haven’t we ? 

Mr. Erskine. No. 

Senator Carrott. We haven’t lost it ? 

Mr. Ersxrne. No. Under the circumstances prior to 1950, under 
the income-tax law the United States Treasury was entitled to $49 
million. 

Under the circumstances that existed in 1950, and they were quite 
changed circumstances because of the new Saudi Arabian income law, 
the United States Treasury was not entitled to $49 million. 

You don’t lose anything you are never entitled to. 
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Senator Carrouu. I see what your idea is, because they had come 
within the provisions of the offset, so that we didn’t lose anything be- 
cause we weren’t entitled to it. 

But my point is this: In 1949 we were getting income tax from your 
company. 

Mr. Ersxine. And my point is that circumstances radically changed. 

Senator Carrouu. I understand that. That is in the record. But 
as a matter of lost revenue, we lost the 1949 revenue coming from 
Aramco because we didn’t get any in 1950. You merely say, “We 
abided by the law,” and you were entitled to it. ; 

Mr. Erskine. Any time the Congress changes the law to provide 
for a new tax rate or anything like that, you can look at it by saying 
a lot of revenue was lost. If that is what the law provides, that is 
what the Treasury is entitled to and that is what it gets. 

Senator Carroiu. I understand. If you had increased your royal- 
ties to Saudi Arabia, it would have left Aramco in a less favorable 
financial position ¢ 

Mr. Erskine. Very much. 

Senator Carron. You talk about stockholders. We have got to 
answer to the people. 

Mr. Erskine. Yes. 

Senator Carroti. That is the only point I am making. ‘There- 
fore, I say to you gentlemen that the purpose of this investigation 
is to look back over the years from 1918 to find out the situation re- 
garding tax benefits and tax credits, and why Saudi Arabia inaugu- 
rated its income tax. You have given an explanation. You have 
been very forthright in it. We will look into that further, to find 
out whether we have to answer to the people. 

You talk about stockholders. We have got to answer to the people. 
The people are affected by this. Appropriations are going to come 
up in Congress for foreign aid. 

There is a movement in this Congress to cut it to the bone. The 
people are carrying a very heavy taxload. We have just recently had 
a billion dollar increase in oil prices to the consumer. That 1s one 
of the things that stimulates this investigation, to take a look into 
the tax structure to see what is going on, and that is the purpose. 
It is not a purpose to snipe at you. We are looking at all oil com- 
panies and their foreign operations to see how we are going to handle 
the situation. 

Mr. Erskine. Sir, while you are looking into this subject, I think 
that the Congress should look into the subject from all sides. 

One thing that I would like to point out to you is that the foreign- 
tax credit is not something which is merely available to all oil com- 
panies. 

It is available to any United States corporation and for that matter 
any United States citizen individually who happens to be doing busi- 
ness abroad and deriving income from foreign sources. 

It is based upon a principle that the local government, the gov- 
ernment of the country in which the business is done, and in the 
case of natural resources most particularly, the country from which 
the natural resources are derived has the primary right to tax the 
income from that sort of thing. . 

The principle is something that Congress recognized in 1918 and 
has adhered to steadfastly all these years since. 
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It is the principle that has been recognized, as Mr. Davies pointed 
out to you, in some 19 tax treaties w hich the United States has made 
with foreign countries. 

It isa principle which quite recently was expounded in the United 
Nations report on the effects of double taxation, and it is by and a 
a salutary principle. 

Now when a United States corporation operates in a foreign coun- 
try, it has no alternative but to pay the foreign income tax “if there 
is one. 

If on top of that it must also pay the United States income tax, it 
is at a serious competitive disadvantage within that foreign country 
compared with other corporations. 

In this particular instance, for example, the United Kingdom in- 
come-tax law provides what is in effect a credit although they call it 
unilateral relief so that they do get a credit for the tax. 

The one we would get, we would be in a competitive disadvantage 
in the Persian Gulf area and the oil business as a whole if we did not 
also get a foreign tax credit. 

So the whole purpose of this foreign tax credit is to relieve the 
United States corporation of the double taxation effect of going into 
business in a foreign area. 

The United States has a stated policy of encouraging that sort of 
activity. Now, the Senator mentioned when this was first put into 
the law the United States corporation rate was some 121% percent and 
it now 1s 52. 

That makes a difference, and I hope the Senator realizes that it 
makes a very great difference to the corporations, because if you are 
operating in a foreign country and say they had a 10 percent income 
tax in 1918 and you paid the 10-percent-income tax there and on the 
remaining 90 percent you paid a 12- percent United States income tax, 
but Congress saw fit to relieve the United States corporations of some 
part of that load. 

Today if you pay a 10-percent income tax in the foreign country, 
you would pay a 52 percent income tax on top of that and the load 
on the corporation is ever so much greater. 

In one sense of the word there is more reason today for the foreign 
tax credit than there was in 1918 when it was first put into effect. 

Senator Carroui. That is one thing that we are going to investi- 
gate. 

It would be a mistake to assume that only the oil companies get 
this tax credit benefit. But by the same token, the other corpora- 
tions, not in oil, do not get the depletion allowance except with per- 
haps very, very few exceptions. 

I think perhaps it is available in mining, but they are not operat- 
ing with the same special tax benefit. 

Secondly, it is entirely within our function to determine whether 
or not the tax credit provided for American business abroad is going 
to be used as a device for tax avoidance and injury to the United 
States Treasury. That is pretty much the crux of the whole thing, 
as I see it. 

Mr. Erskine. If you are examining into that tax picture, I think 
it should be pointed out, Senator, that the percentage depletion was 
first introduced in the law in 1926, and it has been there for 30 years. 
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It is considered a salutary thing as far as oil companies are con- 
cerned. It is just as necessary to the foreign operator as it is to the 
domestic oil operator. 

Senator Carroiu. I am sure all those factors will be taken into 
consideration. There will be both sides heard, and there will be 
great pressure. 

They have never done much about reducing the allowance through 
the years, but it is one of the great factors under consideration. 

Mr. Chairm: an, we have one of the experts here who prepared this 
hypothetical statement that appears alongside the financial statement 
of Aramco for 1955. Without objection, Mr. John Blair, 1 think, 
ought to be given a chance to explain and interpret this hypotheti- 
cal situation. 

Senator O’Manoney. Mr. Blair, we will be very glad to hear what 
you have to say about the second column on this exhibit. 

Please identify yourself for the record. 

Mr. Buatr. I am John Blair, chief economist, Senate Antitrust Sub- 
committee. 

Senator, as I have hurriedly read over the comments in this eriti- 

cism of the table which I prepared, I gather that the gist of the 
criticism goes to the reality of the figures included under the colum 
“Hypothetic al Domestic Operations” for royalties and rentals fd 
for State and local government taxes. 

For the purpose to which the table was directed, the question of 
whether or not the apportionment of those particular figures is real- 
istic is not relevant. 

The purpose of the table was to show what taxes would have been 
on a company operating entirely within the United States if all of 
the facts had been the same as those which obtained for Aramco in 
1955, with the sole exception that the total amount of money received 
by Saudi Arabia in the form of, first, royalties and, second, income 
taxes to that country, had been received by State and local governments 
in the United States and lessees of property in the U nited States. 

In other words, the sum of the royalties plus income taxes to King 
Saud were assumed to be equal to the sum of the State taxes plus 
royalties paid to domestic landowners. 

The manner in which that latter total, which amounts to the sum 
of $192 million plus $78 million, happened to be allocated between 
the State and local governments and the royalties to domestic lessees 
is largely irrelevant for the purpose because in either case they are 
treated as deductions rather than as tax credits. 

Hence, as long as they total the same as the amounts received in toto 
by Saudi Arabia from royalties plus income taxes, the manner 
in which they happen to be divided up between, on the one hand, the 
amounts going to State governments and, on the other hand, the 
amounts going in the form of royalties to domestic landowners, is 
inconsequential, except for a minor difference in the amounts of 
percentage depletion. 

The important thing that the table does is to show the effects on 
Aramco’s earnings and on the income taxes paid to the United States 
which would result if there had not been a large amount of money, 
in this case $192 million, which was paid by Aramco to Saudi Araba 
in the form of an income tax to that country for which a tax credit 
was secured, instead of being paid as royalties. 
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As long as that sum of money was treated as a tax credit as contrasted 
to a deduction, the result is, ‘of course, an increase in the amount of 
net earnings to the company and a roughly corresponding decrease 
in the amount of taxes which otherwise would have been paid to the 
United States Government. 

The difference comes about almost entirely as a result of the differ- 
ence between a deduction, on the one hand, which approximately 
represents a 50-percent saving to the company, and a tax credit which 
represents a dollar for dollar or 100-percent saving. 

Mr. Erskine. May I make a comment, sir? 

The first thing I want to point out is that the heading of the table is 
“Comparative tax treatment of the actual foreign oper rations with the 
hypothetical domestic operations.” 

Without arguing the point, I would simply like to state that if you 
are going to compare tax treatment of 2 corporations doing business 
under different tax regimes, you should start off with 2 corporations 
which have exactly the same net income prior to the influence of taxes. 

Therefore, you should not saddle this hypothetical domestic corpors 
tion with any more than $78,461,000 of royalties. Otherwise, your 
final result is going to be distorted. You are comparing apples and 
oranges. You “haven't got two corporations in the same situation. 

Senator O’Manonry. May I say, Mr. Erskine, that as a lawyer I 
have always found it difficult to understand engineers and sometimes 
difficult to understand economists. 

Mr. Erskine. I am neither an economist nor an engineer, sir. I am 
a lawyer myself. 

Senator O’Manonry. But we have got both sides in the record now. 
You have had your opportunity to examine the figures that Mr. Blair 
prepared and Mr. Blair has had the opportunity to rebut the state- 
ment that was prepared for Mr. Davies, and there lies the record. 

(Off the record.) 

Senator O’Manonry. The committee will stand in recess until 9:30 
tomorrow morning. 

(Whereupon, at 5:05 p. m., the committee adjourned, to reconvene 
at 9:30 a. m., Thursday, March 21, 1957.) 








EMERGENCY OIL LIFT PROGRAM AND 
RELATED OIL PROBLEMS 


THURSDAY, MARCH 21, 1957 


Unrrep Srares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MoNopPOoLY 
OF THE COMMITTEE ON THE JUDICIARY, AND 
SuBCOMMITTEE ON Pusiic LaNnpbs oF THE 
CoMMITTEE ON INTERIOR AND INsULAR AFFAIRS, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 9:30 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Mahoney (presiding), 
Wiley, and Dirksen, of the Subcommittee on Antitrust and Monopoly 
of the Committee on the Judiciary. 

Senator O’Mahoney (chairman), of the Subcommittee on Public 
Lands of the Committee on Interior and Insular Affairs. 

Also present: Donald P. McHugh, cocounsel, Antitrust; James 
De Maras, Jr., research consultant, Public Lands; Gareth Neville, 
assistant counsel, Antitrust; W. B. Watson Snyder, consultant, Anti- 
trust; Louis Rosenman, attorney, Antitrust; Paul Banner, economist, 
Antitrust ; Peter Chumbris, counsel for minority, Antitrust; Dr. John 
M. Blair, chief economist, Antitrust; and Carlile Bolton-Smith, coun- 
sel to Senator Wiley. 

Senator O’Manonry. The committee will come to order, please. 

Mr. Davies, will you please be seated at the table and your asso- 
ciates will take their places. 

Mr. McHugh? 

Mr. McHven. Mr. Davies, will you tell us when Tapline was 
built? 


STATEMENT OF F. A. DAVIES, CHAIRMAN OF THE BOARD OF THE 
ARABIAN-AMERICAN OIL C0.; ACCOMPANIED BY JAMES TERRY 
DUCE, VICE PRESIDENT; AND DOUGLAS ERSKINE, TAX COUN- 
SEL—Resumed 


Mr. Davies. It was completed late in 1950. 

Mr. McHueu. Was it ever a subsidiary of Aramco? 

Mr. Davies. No; it was a separate corporation owned by the same 
stockholding companies that own Aramco. 

Senator O’Manonry. The same four stockholding companies? 

Mr. Davies. The same four. 

Mr. McHveu. In the same proportion ? 

Mr. Davies. The same proportion. 
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Mr. McHvueu. Over what period of time was that pipeline built? 

Mr. Davies. It must have been over a period of about 3 years. I 
cannot recall, Mr. McHugh, when it started, when construction ac- 
tually started. 

Mr. McHueu. What was the capacity of that pipeline prior to 
the Suez closing? 

Mr. Davres. It was transporting in the neighborhood of 320,000 
barrels a day. 

Mr. McHoveu. Following the shutdown of Suez, did the pipeline 
continue to operate at capacity ? 

Mr. Davies. Continue to operate? Yes. It increased its capacity 
slightly. 

Mr. McHveu. During what period did it increase capacity ? 

Mr. Davies. It has been increasing right along, but I presume since 
the time of the Suez shutdown until now, it has increased maybe 20,000, 
25,000 barrels a day. 

Senator O’Manoney. When you speak of increasing capacity, Mr. 
Davies, I think of increasing the pipeline, but are you not talking 
about the increase in the amount of oil that was carried ¢ 

Mr. Davies. Quite right, yes, sir; the amount of oil that is being 
pumped through the line. 

Senator O’Manoney. In other words, the pipe itself has not been 
enlarged ? 

Mr. Davies. No, sir; that is right. 

Senator O’Manoney. But the amount of oil carried has been in- 
creased ? 

Mr. Davies. Yes, sir. 

Senator O’Manoney. Is 320,000 barrels a day the maximum amount 
that may be transported ? 

Mr. Davies. As I say, it has increased now to about 340,000 on ac- 
count of a somewhat different distribution of the oil that goes into 
the line. 

Senator O’Manonry. What is the largest amount of oil that can be 
earried in that pipeline? 

Mr. Davies. At the present time we are doing just about that. 
Tapline is doing just about 340,000 barrels a day. 

Senator O’Manonry. Can it be increased over that? 

Mr. Davies. Yes, by various things, and we are in the process of 
installing some intermediate pump stations which will increase it. 

Senator O’Manoney. By making the flow more rapid, you can in- 
crease the amount of oil transported ¢ 

Mr. Davies. That is true, sir. 

Mr. McHvueu. Were you familiar, Mr. Davies, with the negotia- 
tions that took place, at the time Tapline was constructed, with the 
United States Government ? 

Mr. Davies. Only very generally so, hearsay, I was not in the dis- 
cussions at the time, negotiations at the time; no, sir. 

Mr. McHvucu. What was your position at that time with Aramco? 

Mr. Davtes. I was a vice president of Aramco. 

Mr. McHven. You were aware that the United States aided in 
some way in the construction and development of that pipeline; were 
you not? 

Mr. Davies. They assisted I believe in the allocation of pipe. 

Mr. McHueu. This was during the time of some steel shortage? 
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Mr. Davies. Steel products were in short supply at that time. 

Mr. McHvuenu. The Government aided in making that steel available 
for the construction of the pipeline ? 

Mr. Davies. That is my understanding. 

Mr. McHuen. In return for that, what concessions if any were given 
to the United States ? 

Mr. Davies. I don’t know whether it was given in return for that 
exactly or not, but at that time an option was given on a portion of 
the capacity of the pipeline. 

Mr. McHvuen. Will you describe for us exactly what the nature of 
this option was? 

Mr. Davirs. May I ask Mr. Duce to describe that’ He is more 
intimately familiar with it than I am. 

Mr. McHvueu. Surely. 

Mr. Duce. It was 5 percent of the capacity of the line at cost. 

Mr. McHuenu. What do you mean at cost? 

Mr. Duce. Well, I have a paper here, but it is a restricted paper. 
It is confidential, a confidential document at the present time. 

Senator O’Manonry. Made confidential by whom ¢ 

Mr. Duce. The military. 

Senator O’Manonry. Saudi Arabian military or the United States 
military ¢ 

Mr. Duce. The United States military. In view of its confidential 
nature, I suppose we can file it with the committee confidentially. 

Senator O’Manonry. I beg your pardon? 

Mr. Duce. I suppose we can file the letter of agreement with the 
committee confidentially. 

(The following letter refers to the material above :) 

ARABIAN AMERICAN OIL Co., 
Washington, D. C., March 22, 1957. 
Mr. Donatp P. McHueu, 
Cocounsel, Senate Antitrust and Monopoly Subcommittee, 
United States Senate, Washington, D. C. 

My Dear Mr. McHucu: While I was testifying yesterday morning, you re- 
quested that the subcommittee be furnished a copy of the letter agreement 
referring to the option of the National Military Establishment on a portion of 
the capacity of the Trans-Arabian Pipeline and setting forth the terms under 
which that option can be exercised. The letter, addressed to the Under Secretary 
of the Navy, dated February 18, 1949, was signed by Albert L. Reeves, Jr. 

I undertook yesterday to attempt to secure clearance from the Departments of 
State and Defense to submit this letter to the subcommittee. Upon asking for 
such permission, I was informed that you are being furnished a copy of the agree- 
ment directly by the Department of Defense for the confidential use of the 
subcommittee. It will I presume, therefore be unnecessary for me to send you 
a copy. If this should be contrary to your understanding, please let me know. 

Sincerely yours, 
JAMES TERRY DUCE. 

Senator O’Manonry. We have no desire to have you testify in public 
about any classified matter which has been made classified by the 
Government of the United States, certainly not. 

Mr. McHveu. Is the document you are speaking of the contract or 
agreement that sets forth the terms of this arrangement with the 

Inited States ? 

Mr. Duce. Yes, sir. 

Mr. McHven. Do you know whether that document has ever been 
made public, Mr. Duce? 
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Mr. Duce. I do not know that it has ever been made public. It has 
been testified to by Admiral Lattu, I think, and certain other people. 

Senator O’Manoney. Admiral Lattu? 

Mr. Duce. Yes. He mentioned it in his testimony. 

Senator O’Manoney. You certainly can go as far as he did. Who 
could release this document ? 

Mr. Duce. The military. 

Senator O’Manonery. I know. But who in the military? 

Mr. Duce. I presume it is the Secretary of the Navy. 

Senator O’Manonery. The Secretary of the Navy ? 

Mr. Duce. Yes. 

Senator O’Manoney. Don’t you know whether it is the Secretary of 
the Navy or the Secretary of Defense? 

Mr. Duce. I presume it is the Secretary of the Navy. I don’t go 
into the details. 

Senator O’Manoney. We are under the impression that this has al- 
ready been published, but personally I am not sure. 

Mr. Duce. I don’t know of it being published, Senator. 

Senator O’Manoney. We will make a request for it. 

Mr. Duce. All I know is the instructions I have. 

Senator O’Manoney. I want you to follow your instructions from 
the military. Mr. McHugh will ask certain questions which you may 
or may not answer according to whether or not the answer would 
violate any obligation under which you must labor. 

Mr. McHveu. Mr. Duce, you say the option was with the Govern- 
ment to acquire 5 percent of the capacity of the pipeline at cost. 

Will you explain what you mean by “cost” ? 

Mr. Duce. I don’t think I said it that way. The Government of 
the United States, rather the Navy, the Military Establishment, had 
an option to use 5 percent of the line for the transportation of crude 
oil. 

Mr. McHven. Does that mean that they would buy 5 percent? 

Mr. Duce. They could buy 5 percent of what? 

Mr. McHven. You said they had an option to use 5 percent. I do 
not understand. The Government did not own that oil; did they? 

Mr. Duce. No, they did not own the oil. They had no option on oil 
in this contract at all. 

Mr. McHucu. What was it on, then, petroleum products? 

Mr. Duce. No. It was on the transportation of crude through the 
pipeline. 

Mr. McHueun. Transportation through the pipeline of what? 

Mr. Duce. Crude oil. 

Mr. McHvueu. Of crude oil? 

Mr. Duce. Yes. 

Mr. McHuen. From where to where? 

Mr. Duce. From the eastern terminus of the line to the Mediter- 
ranean. 

Mr. McHueu. The Government then had the right, is that it, to 
obtain its crude at one end of the pipeline and it had the right under 
this agreement from you to transport crude through that pipeline to 
the extent of 5 percent of the capacity of the line? 

Mr. Duce. No. It had the option to transport through the line crude 
which it might own through the line. 

Mr. McHvex. How would it obtain that crude? 
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Mr. Duce. By purchase. 

Mr. McHvuexu. From whom? 

Mr. Duce. From any owner of crude that there might be. 

Mr. McHuen. Would that be from Aramco? 

Mr. Duce. No. It would probably be from one of the parents or 
rather, excuse me, the shareholders which have the option. 

Senator O’Manonry. Let’s get this clear. 

You mean it might be purchased from any one of the stockholding 
companies ¢ 

Mr. Duce. That is right. 

Senator O’Manoney. Could it be purchased from the American 
Independent Co. ? 

Mr. Duce. We have no connection with American Independent. 

Senator O’Manonry. You have no connection for this pipeline 
except with Aramco production ? 

Mr. Ducer. That is correct. 

Senator O’Manonry. So therefore your answer means that the 
Standard of California, Standard of New Jersey, Texas Co., and 
Socony all would have the right to transport oil that they owned and 
that they sold to the Government through this pipeline? 

Mr. Duce. That is correct. 

Senator O’Manoney. Then these four companies get oil as well 
as dividends from Aramco? 

Mr. Duce. They purchase oil from Aramco. 

Senator O’Manoney. Do you have a contract price between Aram- 
co and the four stockholding companies ? 

Mr. Duce. I would rather Mr. Davies would answer that question. 

Mr. Davies. I am sorry, sir? 

Senator O’Manoney. I am inquiring about the price at which 
Aramco sells to its stockholding corporate owners. 

Mr. Davies. Yes, sir. 

Senator O’Manonry. What is that contract price? 

Mr. Davies. The price is set from time to time by the board of 
directors of Aramco. 

Senator O’Manoney. That is the same information that we got 
yesterday ? 

Mr. Davres. I hope so. 

Senator O’Manoney. The board of directors, which includes rep- 
resentatives of the four companies, fix the price ? 

Mr. Davies. The board of directors on which sit people who are 
officials of the owner companies sit as directors of Aramco plus three 
directors who are directly management officials of Aramco. 

Senator O’Manonry. When the representatives of Standard of 
New Jersey, the representatives of Standard of California, the repre- 
sentatives of Texas, and the representatives of Socony, who are mem- 
bers of the board of directors of Aramco, come to a meeting of the 
board of directors of Aramco, where do they leave the hats of their 
own companies? 

Mr. Davies. I can assure you, Senator, that the board of directors 
in the executive committee of Aramco deliberate as to what is best 
for Aramco. 

Senator O’Manoney. And not what is best for their own company ? 

Mr. Davies. Their concern is the benefit to Aramco. 
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Senator O’Manoney. I am asking do they do what is best for 
Aramco without regard for what is best for Standard of New Jersey, 
Standard of California, and the others? 

Mr. Davies. The only thing I can judge by, Senator, is their con- 
duct around the Aramco’s board table. If you want to go beyond 
that, I suggest you inquire from them. I can say that their conduct 
around the Aramco board table is concerned solely with the benefits 
to Aramco. 

Senator O’Manoney. Just as a matter of commonsense, Mr. Davies, 
as man to man, may I ask do you think that these gentlemen who are 
sent by your owners to represent them in your board of directors 
strip themselves of their responsibilities to their own company to 
give priority to Aramco, which is a subsidiary of all four? 

Mr. Davies. I have told what I think, Senator, and if you do not 
agree with me, if your judgment is different than mine, I think we are 
both entitled to our judgment and I would suggest that you inquire 
of them. 

Senator O’Manonry. I can only ask you for your opinion, sir. 

Mr. Davies. I gave you my opinion. 

Senator O’Manoney. Yes. It is now on the record. 

Proceed. 

Mr. McHvueu. What was the date of this contract, Mr. Duce? 

Mr. Duce. February 18, 1949. I want to say something about that. 
We were allocated the steel for this pipeline, and we were in the midst 
of the construction of it when our steel was suddenly cut off, and this 
contract arose because of the fact that in the middle of this great 
construction the steel for the pipe was cut off. 

(Off the record. ) 

Mr. McHvueu. You were explaining, Mr. Duce, something of the 
reasons and the background of this contract ? 

Mr. Duce. We were left with our crews in the desert, our operating 
organization there. As a result of cutting off this Tapline, the Tap- 
line cost us about $10 million more to build. 

Mr. McHveu. I did not hear that. 

Mr. Duce. I am speaking about the Tapline Co. now. It cost us 
$10 million more to build. 

Mr. McHvueu. The Tapline Co. is operated by whom? 

Mr. Duce. By the Trans-Arabian Pipeline Co., a separate organi- 
zation. 

Mr. McHveu. This contract was signed in February of 1949? 

Mr. Dice. Right. 

Mr. McHueu. And the pipeline was completed sometime in 1950 ? 

Mr. Duce. That is right. 

Mr. McHven. In return for the Government making this steel avail- 
able to you, the arrangement was entered into providing for this 
option; is that correct? 

Mr. Duce. I don’t think that is exactly correct, sir. 

You are putting an interpretation on it that is not quite true. The 
Navy supported us in our request for the steel, and I am now talking 
about Tapline, not Aramco, and this contract was part of that nego- 
tiation. I had nothing to do with it. 

Mr. McHven. Part of the negotiation ? 

Mr. Duce. By which we got our steel priority renewed. 

Mr. McHven. Then it is a kind of quid pro quo? 
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Mr. Duce. I suppose you could put it that way. 

Mr. McHvern. In return for what the Government was to get under 
this arrangement. Has it ever exercised its option ? 

Mr. Duce. No, sir. 

Mr. McHvueu. Why not? 

Mr. Duce. That, sir, you must ask the Government. 

Mr. McHvueun. Can you tell us at the time the contract was entered 
into what it was the Government needed or intended to get by this 
contract 

Mr. Duce. I think you should inquire of the Government as to 
that. 

Mr. McHuau. Were you party to the negotiations ? 

Mr. Duce. I was not. 

Mr. McHvueu. Was anybody in Aramco? 

Mr. Duce. No. The negotiator in this case was another person. 

Mr. McHveu. An official of Tapline? 

Mr. Duce. No. 

Mr. McHvueu. Can you tell us who that was? 

Mr. Duce. Max Truitt and Arthur Reeves. 

Mr. McHuau. Who are they ? 

Mr. Duce. They are attorneys with Cummings, Truitt & Cross. 

Mr. McHuau. On whose behalf were they acting ? 

Mr. Duce. Tapline. 

Mr. McHueu. Do I understand that only the counsel for Tapline 
were familiar with these arrangements with the United States! 

Mr. Duce. No, I did not say that, sir. I said they did the negotia- 
tions. 

Senator O’Manonry. What was your answer ? 

Mr. Duce. I said they did the negotiations. 

Senator O’Maunonery. They were negotiating on behalf of Tapline, 
were they not ¢ 

Mr. Duce. That is correct, Senator. 

Senator O’Manonry. They were not negotiating on behalf of 
Aramco? 

Mr. Duce. They were not. 

Senator O’Manonry. But Tapline is owned by the very same peo- 
ple of the very same corporations that own Aramco? 

Mr. Duce. Senator, we have said that a dozen times. 

Senator O’Manonry. Yes, but I want to make it clear now in 
question and answer, because the picture you are drawing is that 
Tapline is owned by 4 corporations, the very same 4 that own 
Aramco. 

Mr. Duce. Exactly, Senator. 

Senator O’Manonery. You are telling us that when the officials of 
the four corporations who are directors of Aramco sit with the 
Aramco board of directors, they act only for Aramco and not for 
their own sponsor corporations. 

Mr. Duce. I have not said anything like that, sir. 

Senator O’Manoney. That certainly was the picture that Mr. Dav- 
ies drew. Do you disagree with Mr. Davies? 

Mr. Duce. I am afraid I mistook your question. 

Would you repeat it ? 
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Senator O’Manoney. I would be very happy to. I will make it 
briefer. This is the picture: The four companies that own Aramco 
also own Tapline? 

Mr. Ducex. Correct. 

Senator O’Manoney. When they send their representatives who 
are their members of the board of directors to the Aramco meeting, 
according to Mr. Davies’ opinion, they act only for Armaco and not 
for their parent company ? 

Mr. Duce. I agree with Mr. Davies. If I said anything to the con- 
trary I made a mistake. 

Senator O’Manoney. I thought probably you would, sir. 

Mr. Duce. I am not as familiar, by the way, as Mr. Davies is with 
this operation. 

Senator O’Manonry. When these four companies manage the af- 
fairs of Tapline, do they treat Tapline the same as they treat Aramco? 

Mr. Duce. Sir, I would only have to surmise on that. 

Senator O’Manonry. Is Aramco represented in any way upon the 
board of directors of Tapline? 

Mr. Davies. I am a director of Tapline. 

Senator O’Manonery. You are a director of Tapline? 

Do you know what goes on in the management of Tapline? 

Mr. Davies. To quite an extent. 

Senator O’Manonry. To a full extent, do you not? You are a 
member of the board of directors? 

Mr. Davies. All right. 

Senator O’Manoney. Is there any other representative of Aramco 
on the board of directors of Tapline? 

Mr. Davres. I think not. 

Senator O’Manoney. You are the sole and only representative of 
little Aramco in the Tapline organization ? 

Mr. Davies. Of what Aramco? 

Senator O’Manoney. Little Aramco, poor little subsidiary Aramco? 

Mr. Davies. You did not expect me to take that lying down, did 
you, sir? 

Senator O’Manonery. That is what you represent yourselves to be. 

You don’t know what is going on outside your own company, but 
you sit on the board of directors of Tapline, and we are talking about 
this contract for the delivery of oil. 

Sometimes it is Aramco oil, sometimes it is Standard of New Jersey 
oil, sometimes it is Standard of California oil, sometimes it is Texas 
oil, sometimes it is Socony Mobil oil. 

Isn’t it a fact that what you have got here is a great corporate organ- 
ization which is solidly intertwined ? 

Mr. Davies. That is certainly not the way it impresses me. As I 
ae said before, Aramco looks after Aramco and Tapline looks after 

apline. 
enator O’Mauoney. There is a contract between Tapline and 
Aramco? 

Mr. Davies. A contract? 

Senator O’Manonery. Yes. 

Mr. Davies. What kind of a contract? 

Senator O’Manonery. Well, is there? 

Mr. Davies. There is a transportation agreement. 
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Senator O’Manoney. A transportation agreement? 

Mr. Davies. Yes. 

Senator O’Manoney. Aramco has an exclusive contract to sell its 
oil to these four owners ¢ 

Mr. Davres. Yes, sir. 

Senator O’Manoney. And nobody else? 

Mr. Davies. That is right, sir. 

Senator O’Manonery. Does Tapline transport the oil of any other 
owner ¢ 

Mr. Davies. No. It is just Aramco’s oil. 

Senator O’Manoney. Just Aramco’s oil? 

Mr. Davies. Yes, sir. 

Senator O’Manonery. But if the United States found any oil out 
there bought from somebody else, would Tapline transport that ? 

Mr. Davies. That is a situation which has not arisen, Senator. 

Senator O’Manoney. Suppose it should arise? You have got a 
contract ¢ 

Mr. Davies. We would have to view the situation as it existed 
at that time. 

Senator O’Manonry. Does this contract of which we are speaking 
cover this contingency / 

Mr. Davies. I don’t believe it is specifically mentioned in there, 
no, sir. 

Senator O’Manonry. You say you do not believe it is specifically 
mentioned. I submit to you, Mr. Davies, that that is a qualified 
answer, not a direct answer such as we have been led to expect from 
you after yesterday’s session. 

Mr. Davms. It does not seem qualified to me, Senator. You are 
dealing in something, a hypothetical situation that might arise in the 
future. 

Senator O’Manoney. No, sir; I am not. I am asking you a plain 
legal question. 

Does the contract between Aramco and Tapline provide for the 
contingency which would arise if the United States, having obtained 
oil somewhere, wanted to transport it in this line? 

Mr. Davies. To the best of my information, no such contingency 
is covered. 

Senator O’Manoney. No such contingency is covered ? 

So if the United States wanted to transport any oil in this pipe- 
line, it would be in just exactly the same position as any other 
producer of oil in this area who had no access to the terminal and 
couldn’t get in? 

Mr. Davies. Has it tried ? 

Why do you assume that ? 

Senator O’Manoney. I am asking you. 

T am not assuming anything. 

Mr. Davies. Yes, you made the statement. You made the cate- 
gorical statement. 

Senator O’Manoney. I asked the question based wholly upon the 
testimony of yourself and Mr. Duce. 

Mr. Davies. I don’t think the history of the relations between 
either Aramco or Tapline in the past warrant a conclusion that—— 

Senator O’Manonry. Did you or did you not say 
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Mr. Davies. Warrant a conclusion that those companies would not 
consider the situation that the United States found itself in at any 
given time in its area out there. 

Now, Mr. Senator, I don’t think it is fair to come to that conclusion. 

Senator O’Manonry. I just want to know whether you will 

Mr. Davies. I said that that was a hypothetical situation which 
might arise in the future. 

Why should you be concerned about it ? 

Senator O’Manoney. All right; are you willing to say, Mr. Davies, 
that if the situation arose and the United States Government did have 
oil that it wanted to transport to the Mediterranean that this pipe- 
line would carry it? 

Mr. Davies. I can’t say that today, Senator. 

Senator O’Manoney. That is a good answer. We have got it on the 
record. 

Mr. Davies. No; now wait a minute. That must be weighed in the 
light of all the situations which exist at that time. 

Senator O’Manoney. We have just passed in Congress the Middle 
East resolution. We have authorized the expenditure of $200 million 
by the President of the United States at his discretion to preserve this 
Middle East oil. The Government of the United States is apparently 
doing its best to protect the oil companies there as well as the peace 
of the world. 

Mr. Davies. As well as the peace of the world. 

Senator O’Manonery. And the Navy of the United States, the Air 
Force of the United States, the Army of the United States might need 
this oil at the eastern end of the Mediterranean Sea. I do not know 
why you have any hesitation at all in saying why, of course, the pipe- 
line would be at the disposal of the Government to transport the Gov- 
ernment’s oil. 

Mr. Davies. You were not talking or at least you did not specify it 
as a period of emergency such as you have mentioned at this time, Mr. 
Senator. 

Senator O’Manoney. I thought you knew as well as I that we are 
living in an emergency. 

Mr. Davies. To repeat what I have said, I don’t believe there is any 
reason why the United States Government should have any idea what- 
soever that anyone who needs it would not receive full and prompt 
consideration by any of our companies operating out in that area. 

Senator O’Manonery. Of course, I submit to you as man to man that 
is not a frank, direct statement. 

That is, so far as you are concerned, the pipeline would be at the 
disposal of the United States. I don’t see how you can hold back and 
say, “We will cross that bridge when we come to it,” because that is 
your answer. 

Mr. Davies. I want to make another point or two here. 

Mr. Duce. May I interrupt here? 

Senator O’Manonery. Now, Mr. Davies is testifying and he wants 
to make his point. 

Mr. Davies. Any time that the national security of the United 
States demands it, you can rest assured that the companies out there 
are going to recognize that, and also you say, Would we transport it ? 
Bear in mind there are no connections at the present time from the 
other oilfields where you conjecture the possibility that the United 
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States might obtain oil. Pipeline connections would have to be put 
in. 

Mr. Duce. Senator, let me say my little say, would you? 

Senator O’Manonry. All right. 

Mr. Duce. I think one of the cardinal tenets of our operations has 
been to do anything for the United States Government which is nec- 
essary and adv isable whenever they ask us. 

Senator O’Manoney. Necessary and advisable ? 

Mr. Duce. From their point of view. 

Senator O’Manoney. From whose point of view / 

Mr. Duce. From the Government’s point of view. 

Senator O’Mauonry. Good. 

Mr. Duce. I think we stand patriotically behind anything the 
United States Government does. 

Senator O’Manonry. I am sure you do, knowing you as I do per- 
sonally. 

Mr. Duce. That is very nice of you, Senator. 

Senator O’Manonry. And knowing Mr. Davies from what I have 
seen of him and Mr. Erskine. I don’t question your patriotism, but 
what I do question is the basic problem of these whole hearings: 
whether or not major companies like your owners and like Aramco are 
not suifering from a conflict of interest when they seek to carry out 
the Government program to transport oil to Europe. 

You are organized to make a profit, and of course everybody is 
happy that you make a profit. But when the Government of the 
United States finds itself in an emergency and wants to carry out 

a program for political purposes to mi \intain its good relations with 
its allies in Europe, then it seems to me to be clear and to be clearly 
demonstrated by the testimony that you gentlemen have given, that 
you ought to be under the supervision of the Government of the 
United States in carrying out the program and you should not be 
the members of MEEC refusing to accept the restrictions which the 
Attorney General, in examining this organization, has said should 
have been put in. 

Mr. Davies. Mr. Senator, did I understand you to say that you 
thought Aramco should be under the direction, regulation, ‘and super- 
vision or some such word of the United States Government ? 

Senator O’Manonry. No, I said MEEC. 

Mr. Davies. No; I think earlier than that you mentioned the com- 
pany, and I just wanted to point out, Senator 

Senator O’Manonry. I say this, if you make it “corporation,” I 
will say this: Of course the corporation is legally an entity created by 
some government. 

Aramco was not created by the Government of the United States. 
It was created by the State of Delaware, which has no power to carry 
on foreign policy for the United States, which has no power to regu- 
late foreign commerce, which has no power to regulate interstate com- 
merce, and yet your company, created by the State of Delaware, is 
operating in the Middle Kast as a subsidiary of four giant corpora- 
tions, : and you are engaged in all of these things. 

Mr. Davies. Senator, I am no lawyer and certainly no constitutional 
lawyer, but I do not think that restriction against the States applies 
to corporations or individuals who live in the State or are incorporated 
in the State. 
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I just wanted to say that if your thought was that there should be 
some kind of 

Senator O’Manoney. If you are attempting to answer what I said, 
it is plain that you are not a constitutional lawyer. 

Mr. Davres. I prefaced my remark with that. 

Senator O’Manoney. Mr. Erskine will tell you that only the Con- . 
gress of the United States has the power to regulate interstate and for- | 
elgn commerce. 

You are an agency of foreign commerce and yet you operate without 
any regulations or without a charter from the Government of the 
United States, and that is one of the reasons, may I say to you, why 
Congress, through the years, has had to build up such a great ‘bureauc- 
racy, to follow the operations of companies like yours. 

Mr. Davies. Companies like mine went out into those areas at the 
behest of the United States Government, Senator. 

Senator O’Manoney. And did a great job. 

Mr. Davies. I was not getting ready to wave my arms and flag 
again. 

“Senator O’Manoney. I wave my arms for what you did, certainly. 
I am all for it. 

Mr. Davies. We went out there at their request originally because 
they felt the possession of foreign reserves was very essential to the 
welfare and security of the U nited States. We went into Saudi 
Arabia. We would not have gotten into Saudi Arabia, Mr. Senator, 
if we had been associated with or regulated by the United States Gov- 
ernment. 

Senator O’Manoney. How do you know? 

Mr. Davies. I judge that from what His Majesty the King said. and 
I think he was telling us the truth. 

Senator O’Manonry. The new King or the old King? 

Mr. Davies. The old King, Senator. The old King. 

Senator O’Manoney. Yesterday you told us how much better the 
new King is than the old. 

Mr. Davirs. No;I did not. You go back to the record. 

I pointed out yesterday how much more the new King is doing for 
his people today, but bear in mind, he has got a lot more to do with 
because of our going out there and finding and developing that oil. 

Senator O’Manoney. I have no desire to harass you. I am just 
drawing a plain picture. Your company is a subsidiary of four big 
ones. The T apline is a subsidiary of four big ones.. 

Do these four big ones have any other subsidiaries in the area? 

Mr. Davrtes. They are interested in other subsidiaries in that area. 

Senator O’Manoney. They are? 

Mr. Davies. They market through the area. 

Senator O’Manoney. Let me get this one first. Here is the Tapline 
wholly owned by the same four that own Aramco. 

Do those four owners of Aramco and Tapline own any other cor- 
porate entity in the Middle East or elsewhere in Europe ? 

Mr. Davies. Together? Do those four together, you mean ? 

Senator O’Manoney. Yes. 

Mr. Davies. No. I think I am correct in saying that. 

Senator O’Manonry. But they are associated in separate agree- 
ments ¢ 
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Mr. Davies. I beg your pardon? I was just having a debate with 
Mr. Duce. 

Senator O’Manoney. I saw the debate but I could not hear it. 

Mr. Duce. It is just as well, Senator. 

Mr. Davies. Mr. Duce referred to the marketing companies out 
there, and I said they were owned individually. 

Senator O’Manoney. Of course, I know that various of these com- 
panies have from 2 to 4 or 5 votes on the MEEC through the various 
entangling alliances that have been built up among these American 
companies. 

Mr. McHugh, you may proceed. 

Mr. McHvueu. Mr. Duce, what was the charge to be made to the 
United States for transporting crude through this pipeline under 
this option ¢ 

Mr. Duce. Mr. McHugh, let me say something about that. I have 
got it here, but it seems to me, since this is a confidential document, 
the thing for me to do is to file it with the committee as a confidential 
document. I think my going through all the details of this thing is, 
for practical purposes, a revelation of the contract itself. 

Senator O’Manonery. That will be accepted, Mr. Duce. 

(The confidential document was filed with the committee. ) 

Mr. Duce. Thank you, sir. 

Mr. McHwueu. Mr. Davies, the record, I think, was a bit confused 

yesterday in connection with the pricing pr actices of Aramco. 

You testified again this morning in connection with Senator 
O’Mahoney’s questioning concerning ‘the manner in which the prices 
are arrived at, prices at which Aramco sells crude to the four stock- 
holding comp: nies. 

I understand from your statement that that is a price now which 
is set by the board of directors of Aramco; is that correct? 

Mr. Davies. Yes; that is correct, Mr. McHugh. 

Mr. McHvcu. Was there ever a time when the price at which 
Aramco sold to the four companies was the price which was posted 
by the offtakers ? 

Mr. Davies. Whether the price set by Aramco coincides with—— 

Mr. McHuen. No; whether the price at which Aramco sells to the 
four offtaker companies is the posted price of the offtakers. 

Mr. Davies. I don’t know as I understand you exactly yet, Mr. 
McHugh. There have been times when the price which has been set 
by Aramco coincided with the posted price. 

Mr. McHueu. Is that ever any different ? 

Mr. Davies. Pardon me? 

Mr. McHveu. Isthat ever any different ? 

Mr. Davies. It has been. 

Mr. McHven. During what periods of time? 

Mr. Davies. Practically all the time up until about 214 years ago, 
I believe it was. 

Mr. McHven. Up until 21% years ago it was what ? 

Mr. Davies. It was different prices, but all of them offer below the 
price posted by the offtakers. 

Mr. McHven. For the past 214 years it has always been the same 
as the price posted for the offtakers / 
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Mr. Davies. It has been based on that. There are certain discounts, 
sales discounts, stabilization discounts, and so forth, to take care of 
the costs. 

Mr. McHveu. What is the purpose of the offtakers posting a price? 

Mr. Davies. The purpose of that is to make known to the trade 
what price oil is available at. 

Mr. McHvueu. That is the price at which the offtakers will pay 
Aramco; is that correct ? 

Mr. Davies. I have tried to make that clear, Mr. McHugh. There 
is no connection there. That is the price at which the offtakers sell 
to their customers. 

Mr. McHveu. Is the price at which Aramco sells to the four stock- 
holders at any given point on any given day, of the same quality of 
oil, the same type of oil, always the same? 

Mr. Davies. To the individual ? 

Mr. McHvueu. To the four stockholders. 

Mr. Davies. It depends upon their posted price. 

Mr. McHwuen. Does the posted price of any of the four stockholders 
at any given point on any given day for the same grade of oil vary? 

Mr. Davies. There have been times; yes, sir. 

Mr. McHuen. As a general proposition, isn’t the price posted by 
any of the four shareholders in Aramco the same for the same grade 
at any given time? 

Mr. Davtes. I think it would be best to pursue that line of inquiry 
from the shareholding companies themselves. As I say, we have noth- 
ing, Aramco has nothing to do with the setting of the posted price. 

Mr. McHuen. You, operating in the Middle East, certainly are 
very well aware of what the posted price of the offtakers is. 

Mr. Davies. We certainly are because we charge them at that price. 

Mr. McHueu. You charge them at that price? 

Mr. Davies. No; I am wrong on that. They set that price. We 
charge them on a price based on the posted price of the individual 
offtaking companies. 

Senator Krerauver. Mr. McHugh, will you get that clear? Is the 
price that Aramco sells to the 4 stockholders, who in turn set. the 
posted price, the same price that Aramco sells to the stockholders, 
the 4companies? I didn’t understand. 

Senator O’Manonry. The answer, as I understood it, was that 
Aramco sells its oil to its 4 stockholding corporations at the price 
the 4 stockholding corporations post; is that right ? 

Mr. Davies. That is not correct. 

Senator O’Manonry. What is correct ? 

Mr. Davres. It is at a price to each of the offtaking companies, 
which is related to the posted price of each of those individual off- 
taking companies. 

Senator O’Manoney. Instead of “the,” we will insert the word “a.” 
Aramco sells its oil at a posted price set by each of its stockholding 
corporations, which price is set by the stockholding corporations. 

Mr. Davies. I think you said in this, Senator, that we sell at a 
posted price. We do not. 

Senator O’Manoney. You said that. 

Mr. Davies. You said it. 

Senator O’Manoney. Will the reporter read my question ? 

(Question read.) , 
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Senator O’Manoney. All I am trying to find out is whether Aramco 
fixes the price at which it sells or whether the four stockholding cor- 
porations fix the price at which it sells. 

Mr. Davies. At which Aramco sells to its offtakers ¢ 

Senator O’Manoney. Yes. 

Mr. Davies. Aramco sets that price. Mr. Erskine has just pointed 
out to me, Mr. Senator, that maybe a brief history of that price 
situation out there would be helpful. Could I ask him to make a 
little statement to you ¢ 

Senator O’Manonery. Of course; certainly. 

Mr. ERsKINE. Sir, beginning about July 1947, I believe it was— 
I'm not sure of the date—Aramco’s price was about 20 percent, 
roughly about 20 percent, below the prices which the offtakers posted 
for Persian Gulf deliveries. Now, to define this posted price of the 
offtakers, that is the price which the ofitakers advertise to the world 
that they will sell oil to any comer who wishes to take a cargo lot ex- 
Persian Gulf. You can buy it for that, or anyone can who can pro- 
duce a tanker to load it. 

Senator O’Manongy. May | interrupt? 

Mr. Erskine. You may. 

Senator O’Manonry. When you speak of the posted price, you are 
speaking only of the price posted by the stockholding companies 
for the sale of the oil that they get from Aramco? 

Mr. Erskine. That they purchase from Aramco. 

Senator O’Manoney. All right. 

Mr. Erskine. They advertise to the world that anybody who cares 
to produce a tanker at Ras Tanura will be able to buy it in cargo 
lots at that price, and many customers turn up to buy at that price. 
As I said, that price was approximately 20 percent below the Persian 
Gulf posted price for a long while. When the price went up in the 
Persian Gulf in July of 1949, Aramco’s price went up by an amount 
to maintain that 20 percent difference. 

The Saudi Arabian Government, however, hi as taken a very active 
interest in Aramco’s prices throughout the years and we have been 
having considerable debate with them as to what Aramco prices 
should be, and their contention has been throughout that Aramco 
should sell at prices which represent the fair market value—I am 
using that term in a very general sense—of the crude oil at the time 
it leaves Saudi Arabia. 

They have pointed to the published prices of the offtakers and 
said— 

That is evidence to us of the fair market value of the oil and you, Aramco, 
must sell your oil at prices which at least closely approximate those posted 
prices. 

Senator O’Manoney. So that we may get a clear understanding as 
we proceed, you are telling the committee that Saudi Arabia felt that 
the Aramco price should be more closely related to the posted price for 
delivery to the market than it was, is that right ? 

Mr. Erskine. That is right. 

Senator O’Manoney. What was the margin of difference between 
the price that Aramco sold to its stockholders and the price at which 
the stockholders posted their sales to the world market ? 
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Mr. Erskine. As I said before in the beginning, it was roughly 
around 20 percent. In response to the Saudi Arabian Government's 
demands, our prices have gradually been increased, and we are 
still debating with the Government as to just how much margin is 
permissible between the posted price and Aramco’s prices. 

Senator O’Manoney. What margin do you believe should be per- 
missible ? 

Mr. Ersxrnr. We had our prices set at one time so that the margin 
was about 2 percent below 

Senator O’Manoney. About what? 

Mr. Erskine. About 2 percent below the Persian Gulf posted price, 
with 5 cents extra differential between stabilized and unstabilized oil, 
and there was also some quantity discounts in there which do not 
come into effect with all prices. 

Senator O’Manonry. Were you able to make that stick / 

Mr. Erskine. No; the Saudi Arabian Government is still com- 
plaining and we are still debating the point. 

Senator O’Manonery. Saudi Arabia wants you to come closer than 
2 percent. to the price that your stockholder corporations want to sell 
to the market ? 

Mr. Erskine. Yes. 

Senator O’Manonery. What is the position of the stockholders with 
respect to this? 

Mr. Ersxine. I beg your pardon, sir. I didn’t hear your question. 

Senator O’Manonry. What is the position of your stockholding 
corporations who buy Aramco’s oil, with respect to this negotiation 
between Sandi Arabia and Aramco, as tow hat the margin should he? 

Mr. Ersxrye. Generally speaking, inasmuch as it costs them 
more to buy oil they hav en’t liked it, but nevertheless they have been 
buying oil at the prices which Aramco has been setting, gradually 
getting higher and higher. 

Senator O’Manonry. Was there a director sitting on the board of 
Aramco who discussed this problem with the rest of the directors of 
Aramco ? 

Mr. Erskine. I don’t attend directors’ meetings, I wouldn’t know. 

Senator O’Manoney. I beg your pardon. 

Mr. Erskine. I don’t attend directors’ meetings. I wouldn't know. 

Senator O’Manonry. How about it, Mr. Davies? 

Mr. Davres. These negotiations are still going on, Mr. Senator, 
between us and the Saudi Arabian Government, and I don’t think the 
disclosure here of the details of the negotiations would be helpful to 
the progress of the negotiations. 

Senator O’Manoney. All right. I don’t want to put you in any 
vise at all, so I will just make the question, do not the directors of 
Aramco, who represent the four stockholding corporations, know all 
about this? 

Mr. Davies. Oh, quite. 

Mr. McHuau. Mr. Davies, the posted price of Esso Export for 
crude today at Sidon, as I understand it, is $2.69. 

Mr. Davies. I believe that is correct. 

Mr. McHueu. As of today, what is the price that Aramco is selling 
oil to Esso Export for? 

Mr. Davies. That depends, of course, upon the quality and the 
quantity. 
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Mr. McHuen. Of 36 gravity, the price we understand is priced 
by Esso Export at $2.69. 
Mr. Davies. I am just inquiring whether Aramco sells directly to 


Esso Export or not, but it sells the oil to the Jersey subsidiary to 
which it does sell 


Mr. McHueu. That is Esso Export. 

Mr. Davies. I don’t know whether it is Esso Export or which com- 
pany it is offhand at $1.97, that same quality used. 

Mr. McHuen. At $1.97? 

Mr. Davis. Yes, sir, $1.97 plus the cost of transportation in the 
pipeline. 

Mr. McHvuenu. What is the cost of transportation ? 

Mr. Daviss. 20, 21 cents. 

Mr. McHvuen. That is, $2.18 is the delivered price by Aramco to 
Standard Oil wth s-a the Jersey subsidiary, whoever it is? 

Mr. Davies. Approximately that figure, I imagine; yes. 

Mr. McHven. Is the margin of difference that you have just given 
us here between $2.18 and $9. 69 a barrel for sales to Jersey Standard 
the same as the margin of difference between your sales to the other 
3 stockholders for the same grade of oil ? 

_Mr. Davies. Again assuming the same quality of oil at the present 
time, yes. 

Mr. McHveun. Is it true that that margin of difference is always 
the same for the same grade of oil ? 

Mr. Davres. When the posted prices are the same. 

Mr. McHuen. Is the price which you have figured out here of $2.18 
delivered based upon discounts off posted pric ef 

Mr. Davigs. No. 

Mr. Erskine. Well, sir, I might put it this way, that the price at 
Sidon is the same as the price at Ras Tanura for oil of the same 
quality plus the cost of transportation, so while the posted price for 
36 gravity oil at Ras Tanura is $1.97, there are these discounts I spoke 
about so Aramco’s price would be somewhat less than $1.97. 

The corresponding price at Sidon for the same gravity oil would be 
the same amount below $1.97, plus the cost of transportation which 
would be on 36 gravity oil, ales $2.18 

Mr. McHveu. The point I am trying ‘to establish is whether or not 
the discounts you allow, whether sold ‘at Ras Tanura or at Sidon to 
the four stockholding companies, are always the same? 

Mr. Erskine. The same discount on either end. 

Mr. McHveun. So in fact you are selling always at exactly the 
same price to the four stockholders, the same grade of oil at the 
same time at the same point ? 

Mr. Erskine. Yes. 

Mr. Davins. If their posted price is the same. 

Mr. McHvueu. Have the posted prices over the past 2 years of the 
4 stockholding companies varied any ¢ 

Mr. DAVIES. s. For a matter of a few days when there have been 
price changes, there would be a difference in the price. In other 
words, the changes in prices were not always made on the same day 
nor in the same amounts. 

Mr. McHveu. Do I understand from your testimony that within a 
short period after, these prices would adjust and balance off? 
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Mr. Davies. That has been the history. I think that is just a 
matter of competition, of course. 

Mr. McHveun. As a result of the Suez crisis or following it, has 
there been any substantial increase in the posted price of any of the 
four offtaking companies at either Sidon or Ras Tanura ? 

Mr. Davies. A substantial decrease ? 

Mr. McHveu. Increase. 

Mr. Davies. There has been an increase of price at Sidon. 

Mr. McHuen. How much is that increase? 

Mr. Davies. I don’t recall the exact history of those increases. I 
would have to go back and find out. But they were in the neighbor- 
hood of, I believe, 23 cents. 

Mr. McHveu. Do you recall approximately when that increase of 
23 cents went into effect ? 

Mr. Davies. No, I do not. Of course, that can be obtained for you 
very readily. 

Mr. McHt “Gu. This increase you speak of is an increase in the 
posted price by the offtakers of 23 cents? 

Mr. Davies. That is correct. 

Mr. McHven. At the same time, I assume there was a correspond- 
ing increase in the price at which Aramco was selling that same oil 
to the offtaker ? 

Mr. Davirs. No. Armaco continued to sell afterward as it had in 
the past. 

Mr. McHveu. So there was no increase by Aramco in the price? 

Mr. Davies. No. 

Mr. McHvuen. As a result of that 23-cent increase by the offtakers, 
ean you tell us what accounted for the increase at Sidon in the off- 
takers’ posted price ? 

Mr. Davies. I cannot tell you. I didn’t sit in on the deliberations 
and I think you would have to obtain that from them, Mr. McHugh. 

Mr. McHveii. Some of those offtakers, however, who did increase 
the price were your stockholders of Aramco? 

Mr. Davies. Thev all were. 

Mr. McHueu. They all were? 

Mr. Davies. They or their subsidiaries. I must make that clear. 

Mr. McHven. Did a corresponding increase take place at Ras 
Tanura / 

Mr. Davies. No. 

Mr. McHvuen. Do you know what the reason for that is? 

Mr. Davies. I suggest you consult with them. 

Mr. McHven. You testified earlier, Mr. Davies, that the price at 
which Aramco sells the offtakers is based upon the posted price from 
which discounts are allowed. 

Why is it that when that posted price went up at Sidon, using that 
formula there wouldn’t have been an increase by Aramco? 

Mr. Davies. That is the posted price at Ras Tanura, based on the 
posted price at Ran Tanura. 

Mr. Erskine. I pointed out to you, sir, that Aramco’s price at Sidon 
was the posted price at Ras Tanura less these discounts plus the 
transportation charge. 

Since the price at Ras Tanura did not change, although the price 
at Sidon did, Aramco’s price did not change. Aramco’s prices are 
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tied to Ras Tanura prices, and that having not changed, Aramco’s 
price did not change. 

Mr. McHven. Is it anticipated that following the opening of the 
Suez Canal, there will be any change in price at which your oil is sold 
at either Sidon or Ras Tanura ? 

Mr. Davies. The posted price? 

Mr. McHueu. Yes. 

Mr. Davirs. We wouldn’t be aware of the thinking in that regard. 

Mr. McHuen. What is your own thinking concerning any possible 
increase in the price at which Aramco would sell oil “to any of its 
stockholders after the reopening of the canal ? 

Mr. Davies. There has been no consideration of that. 

Mr. McHvueu. In your opinion is it apt to affect the price at which 
you are selling oil ? 

Mr. Davies. That Aramco is selling? 

Mr. McHven. Yes. 

Mr. Davies. We would have to take that into account at the time, 
make a study of the conditions which exist then. 

Mr. McHue6n. There has been no consideration by the officers or 
the board of directors of Aramco concerning how the reopening of 
the canal will affect the price at which you will sell oil? 

Mr. Davies. No; there has been none so far. 

Senator Krerauver. Senator O'Mahoney, may I ask a question 4 

On this pricing matter, when Humble Oil raised its price over here, 
did Aramco raise its price in Saudi Arabia? 

Mr. Davirs. No, sir. Did Aramco raise its price? 

Senator Krerauver. Yes. Was there a price increase by Aramco 
of crude in Saudi Arabia at the time Humble raised its price to the 
United States / 

Mr. Davies. There was no change. 

Senator Krrauver. So that widened the spread of the owning com- 
panies in what they got for oil in their purchases from Aramco. 
Humble pushed up ‘the oil price in the United States by 25 cents a 
barrel and the refined price of gasoline went up from a half to a cent 
or in some places more than a cent. 

Aramco didn’t raise its price in the Middle East, and that meant 
that your four stockholding companies got a wider spread between 
what they had to pay and what they sold their crude at or what they 
sold their refined oil at, is that true? 

Mr. Davies. All we know, Mr. Seantor, is that our price to the 
offtakers did not change. Whatever resulted from that, I think, will 
have to be determined from them. 

Senator Kerauver. It followed logically that there would be a 
wider spread then / 

Mr. Davies. I would have no way of judging. I don’t know what 
their costs were after the oi] left us. I know nothing about it. 

Senator Krrauver. If they didn’t pay any more for the crude and 
they followed along with Humble in their increased price for refined 
products, then it would ni aturally follow a wider spread, wouldn’t it? 

Mr. Davies. I wouldn’t know. As I said before, I know nothing 
about what happened to the other costs that went into that crude. 

All I know is what Aramco charged them for the crude. 
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Senator Kerauver. You do know that Texas and Standard of Jersey 
and Socony Mobil and Standard of California went along with 
Humble in their increased price for refined products in the United 
States, don’t you ? 

Mr. Davies. I know there was quite a general increase in price. I 
read about it in the papers. 

Senator Kerauver. Mr. Chairman, I didn’t get one thing clear from 
the testimony yesterday in connection with what the witness has 
talked about concerning market facilities. 

Just what did you mean by marketing facilities of Aramco? 

Mr. Davies. I don’t think I said anything about marketing facili- 
ties of Aramco, Mr. Senator. 

Senator Krrauver. Is this the situation you discussed ? 

Standard of California and Texas owned what was Aramco then, 
and then later on brought in Socony Mobil and Standard of Jersey. 
It was never very clear to me just how they got in or were brought in. 

But wasn’t it a fact that you had larger produe tion in the Middle 
East than Texas and Standard of California could handle, and you 
wanted to market it in that part of the world, that is, in Europe, Asia, 
and Africa, but you found there that there were local cartels which 
Jersey and Socony Mobil had a substantial part of, and Texas and 
Standard of California participated in to some extent also? 

So rather than starting a price war between Texas and Standard 
of California with the other companies, the major ones being Standard 
of Jersey and Socony Mobil, you took them in so as to prevent upsetting 
the cartel arrangement ? 

Mr. Davies. I would just like to make one correction, Senator. You 
said we wanted to increase our sales in Europe and Asia. 

We just wanted to increase our sales, period. What the marketing 
conditions were in those areas I certainly have no idea. I am not in 
the marketing business. I never have been in the marketing business. 

Senator Krravver. Don’t you know that set of circumstances to 
be a fact / 

Mr. Davies. I certainly do not, Mr. Senator. I can’t emphasize that 
too strongly. 

Senator Krravuver. All right. 

Senator O’Manoney. Proceed, Mr. McHugh. 

Mr. McHwen. Mr. Duce, I call your attention to a letter obtained 
by the subcommittee, furnished by Aramco under subpena, dated 
September 18, 1956. 

It is addressed to Mr. Davies and it is signed by James Terry Duce. 

The opening paragraph reads: 


I attended a postponed meeting this morning of the Middle East Emergency 
Committee and wanted to give you a few notes on what happened. 


Skipping over the paragraphs describing that, you make this further 
comment, and I quote : 


With reference to shutbacks of the Middle Eastern cruce, it was estimated 
that the amount would be 775,000 barrels a day. This shutback has to be in : 
some way equitably distributed among the various governments that are involved : 
and would have a tremendous impact on the total Middle East area. 
There has been some talk at this moment of the minimum requirements set 
forth under contracts in Iran and Iraq, and I pointed out while we had no 
minimum in our contracts it was only because we had suggested to the Saudi 
Arabian Government that when a situation of this kind arose, we would discuss 
it with them and get the matter settled equitably. 
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That equity was a more important matter in this affair than fixed contractual 
relations. There was then some discussion as to the possibilities in this line, 
but the meeting was adjourned because of the confusion of thought in all these 
subjects. 


We meet tomorrow in Washington with Dr. Flemming when some problems 
raised today will be discussed with them. 

In connection with your comments here concerning the result from 
this cutback and to how the cutback is to be distributed among the 
various nations in the Middle East, will you tell us how that was 
handled ¢ 

Mr. Duce. The thing has been handled pretty equitably among the 

yarious groups out there. When I say “the groups” I mean the coun- 
tries, because the countries depend primarily on this outlet for their 
income. 

Mr. McHvuen. It involved cutbacks in the production of various 
Middle East countries. 

Mr. Duce. Yes; and I think at the time I wrote that letter, although 
T don’t remember clearly, we didn’t know whether the Iraq line was 
2 ving out. 

The result of all these things was cutting back the income of all 
these countries. Of course, we were pi articularly interested in Saudi 
Arabia and the income Saudi Arabia was getting compared with the 
other groups. 

Now, my reference to the minimums is to the minimums in certain 
contracts. In other words, their terms in the contract which require 
you to produce a certain minimum. 

We have no such minimum in our contract with Saudi Arabia. 

On the other hand, I felt deeply, and I am sure Mr. Davies felt the 
same way, that if there were going to be cutbacks, they should be as 
equitably distributed out there as possible. 

Mr. McHuen. You point here to a very serious problem and that 
is the question as long as these cutbacks were necessary, they should 
be divided equitably among the countries involved. How was that 
decision made ? 

Mr. Duce. It wasn’t made that way, as a matter of fact. That was 
my comment on it. It was made by the distribution of tankers and the 
amounts lifted by the various offtakers in the area. And, as I say, it 
worked out equitably. There was no further discussion about the 
matter. 

Mr. McHvueu. But that had the result of diminishing the produc- 
tion for the shipments? 

Mr. Duce. That is right. 

Mr. McHvueu. From the various countries involved in certain fixed 
amounts ¢ 

Mr. Duce. No; it was not donethat way. In other words, there were 
slight differences in the amount of cutback. 

For instance, in Iraq the cutback was much larger because of the 
physical conditions in Iraq. Most of the oil of Iraq, as you remember, 
comes from the northern part and went through these pipelines that 
were interrupted in Syria. We were fortunate ‘enogh to keep our line 
open. 

Mr. McHvuen. You indicate that the problem was handled prima- 
rily by the places and the manner in which the tankers were made 
available to take the oil out; is that correct? 
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Mr. Duce. That I don’t know, but what I would say to you is that 
we got an equitable amount coming out of Saudi Arabia. 





Mr. McHueu. How was the dect ision made concerning how much 


you were to get coming out of Saudi Arabia ? 
Mr. Duce. I don’t recall that any particular decision was made a 
tothat. The general principle, however, was I think followed. 
Mr. McHueu. What general principle? 
Mr. Duce. The principle of equitable 
Mr. McHvueu. Followed by whom? 
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Mr. Duce. By the various companies lifting oil out of the Middle 


East. 
Mr. McHueu. By agreement among each other ? 
Mr. Duce. No. 
Mr. McHvucu. How? 
Mr. Duce. Through the agency of the Committee. 
Mr. McHvueu. Through the agency of MEK( 
Mr. Duce. Yes. 
Mr. McHvueu. Was the State Department consulted on this? 
Mr. Duce. The State Department was consulted on all features o 


this thing as it went along. State Department men sat in on every 


meeting. 

Mr. McHven. This is a matter which would affect the foreign rela 
tions of the United States with the governments in question; woul 
it not? 

Mr. Ducr. That is correct. 

Mr. McHvueu. Were the decisions concerning the equitable treat 
ment of the foreign governments approved by the State Department 

Mr. Duce. Well, they sat in on all these meetings. 


Mr. McHueu. Was it at the meetings of MEEC when the precise 
arrangements were made concerning what tankers would be available 


to haul oil from any given points? 


Mr. Duce. No; that was arranged—no; I had better not testify 
to that because I can’t testify to it as my own knowledge as to how 


that was done. 
Mr. McHveu. Isn’t it a fact that the actual arrangements concern 


ing the availability of tankers were worked out among the companies 


outside of MEEC? 

Mr. Duce. That is right. 

Mr. McHueu. Those arrangements then, decisions among the com 
panies, were not with the specific approval of the State Department 
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Mr. Duce. I can’t testify as to that, sir. They were certainly with 
the approval of the Administrator who, I presume, consulted with the 


State Department. 
Mr. McHveu. The approval by the Administrator was an approva 


given by him after you had completed the transaction and made a re- 


port on it, isn’t that correct? It wasn’t approved in advance? 
Mr. Duce. That I can’t say exactly. 


Mr. Davies. Mr. McHugh, we have testified that Aramco has no | 
tanker transportation. Our interest in the oil is up to the time we 


sell it to our offtakers. When you pursue this line of questioning, i 
is beyond me why you don’t go to the people who have the informa 
tion instead of asking people who have 





Mr. McHveu. Mr. Davies, you are a member of the Middle East 
Emergency Committee. You have representatives attending those 
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meetings. We are simply trying to ascertain what you knowledge is 
of the operation of this Committee. 

Mr. Davies. If I understood your questions, you were probing into 
Mr. Duce’s knowledge of things that transpired outside of the MEEC. 

Mr. McHven. Prec isely. Tam trying to find out whether or not 
these things did go on outside of MEKC in violation of the spirit if 
not the words of the plan of action which created ME EC 

I think it is perfectly appropriate we find out how it was done. 

Mr. Davies. All right. 

I still can’t understand if you want to find out what happened in 
certain operations in the movement of this oil outside of MEEC, you 
don’t ask that question of the people who were engaged in those trans- 
actions. 

Mr. McHveu. I am trying to find out what the scope of the MEEC 
member activities were. 

Mr. Davies. But you didn’t stop there. 

Mr. McHueu. We are trying to find out whether or not the com- 
panies have done things which were in excess of those things per- 
mitted them by the schedules of MEEC. 

Mr. Davies. Aramco could not have done it because Aramco doesn’t 
own any tankers, That is what I am trying to point out to you. 

Mr. McHvuen. Did Aramco file any reports with MEEC concern- 
ing any transactions taken pursuant to any of the schedules ? 

Mr. Duce. No. 

Senator O’Manonry. Mr. McHugh, may I interrupt at this point. 
The testimony before this committee at the beginning was that the 
only purpose of MEEC was to provide for the deliver y of oil from all 
available sources to Western Europe which needed the oil. 

Some of the countries to which this oil was to be distributed were 
countries which, like Great Britain and France and Holland, had oil 
companies which were engaged in the production and distribution of 
oil. Other countries had no such advant: age at all. They were, so far 
as oil is concerned, have-not countries. The problem of MEKC and 
its purpose was to distribute equitably to these countries the oil that 
was needed to maintain the status quo so far as possible. 

Do you agre with me? You are a member of MEEC. 

Mr. Duce. Oh. yes. 

Senator O’Manoney. That is correct, isn’t it? 

Mr. Duce. That is correct. 

Senator O’Manoney. Now then, that being the case, the evidence 
showed that although the purpose of MEEC was to deal with foreign 
oil and foreign markets, one of the schedules issued by MEEC was one 
which gover ned pipelines within continental United States. 

Bearing in mind that this whole MEEC operation was to be carried 
on under an exemption from the antitrust laws, it becomes important 
immediately to see what and why this pipeline arrangement was being 
suggested by the MEEC to the Government after this legislative com- 
mittee looked into the matters. 

Secretary Wormser testified that he would not approve schedule 
4 because it was clearly out of line. 

Now, the evidence also clearly shows that there were increases in 
price not only in the United States but also in the foreign countries 
to which we were trying to supply this oil. 
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Consumers in European countries were being compelled to pay 
a higher price. In this letter from which Mr. McHugh has just read, 
Mr. Duce referred in this communication to you, Mr. Davies, to the 
increase in tanker price that would be made. 

That was predicted by others, too, and there came about a tremen- 
dous increase in the cost of transportation. In the Parliament of 
Holland a representative got up and publicly asked the Minister in 
charge of this business how it came about that the price of oil in 
Holland was being increased. 

I have received letters as chairman of this committee from European 
consumers and from European oil distributors asserting that contracts 
which they have had with members of MEEC have been broken. 

So here is a whole series of facts that nobody denies which shows 
that the oil lift to Europe, which was being operated by the companies 
which had a profit interest in the production and delivery of oil, was 
bringing about an increase of price both in the United States and in 
Europe. That is all we are trying to find out. 

Isn’t that an accurate description of the situation ? 

Mr. Davies. I think it is, Senator, and I can well understand why 
you feel you should inquire into it. 

My whole point was—and also I would refer back to your statement 
I think which I read not in the hearing yesterday but at the opening 
of the hearing—what you are after is facts. 

Senator O’Manoney. Certainly. 

Mr. Davies. Why come to Aramco for those kinds of facts? 

Senator O’Manoney. Because Aramco is one of the original group 
of 15. 

Mr. Davies. Aramco was on there because it was a crude supplier 
into international commerce or any other kind of commerce that you 
want to call it. 

Senator O’Manoney. Do you wish to tell this committee that 
Aramco had it representatives sitting on MEEC and that they took 
no part in MEEC actions? 

Mr. Davies. Mr. Duce can best answer that. 

Mr. Duce. Well, Senator, I sat in on all these committees to give 
such aid and counsel as I could in respect to Aramco’s particular 
problems. 

Senator O’Manonery. Knowing you, Jim, as I do, I know that 
nothing that transpired in the committee meeting within the capacity 
of your ears to hear and your eyes to see escaped you. I know that, 
just because I know you. 

You have testified before me many times. But we have got a situa- 
tion in which Aramco proves by its very organization you are a 
subsidiary of four giant corporations. You are a completely wholly 
owned subsidiary of the same. 

Here I have before me the Federal Trade Commission’s staif report 
on the international cartel, on page 126 of which I find this statement : 

“There could be no assignment of rights”—this has to do with 
Aramco, and now I wish you would challenge it or approve it, which- 
ever may be the fact— 


There could be no assignment of rights under the offtake agreement without 
the approval in writing of the other parties except to a corporation that was 
wholly owned by one or more of the parties to the agreement. 
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Thus, if an outsider wished to purchase any crude or refined products pro- 
duced by Aramco, such purchases had to be made from the owners and not 
directly from Aramco. 


Is that right or wrong ? 

Mr. Davies. The purchases? Aramco selis its oil to its shareholder 
companies, yes, sir. 

Senator O’Manoney. That is a correct statement. 

Now, what concerns me about this whole business is this: 

I know from evidence taken over many years that Europe has been 
accustomed to the cartel system, particularly with respect to the pro- 
duction and distribution of oil, that the companies engaged in the 
petroleum business have agreed upon the territories in which they 
would distribute the oil, have agreed upon the price, have agreed upon 
whether or not they would compete, indeed had among themselves a 
complete arrangement with respect to the distribution and production 
of oil. 

I know at the same time that in the United States we have believed 
that the cartel system is against the public interest, and we have 
sought to maintain the antitrust laws. That is why this committee is 
here. The Attorney General at the beginning of this administration 
appointed a special committee, as I said before, to study the antitrust 
laws and make recommendations. This committee has been studying 
them, too, and trying to find out what should be done in the public 
interest. 

The picture which has been so far developed is that there may be 
danger unless we watch carefully that the cartel system of Europe 
may be imported into the United States as well as some of the oil from 
the Middle East and Venezuela, and that that would be bad for our 
country and for the doctrine of free enterprise. 

That is why we are merely trying to find out how you operate, be- 
cause you are a big supplier and you are owned by the same group 
that own the Tapline. 

Their marketing facilities are of great interest to you and their 
prices are of great “interest to you. ; 

Mr. Davtes. I can assure you, Senator, we are very willing to ex- 
plain how Aramco operates at any time to you. 

Senator O’Manonry. I think you have done a wonderful job of 
explaining it in these 2 days, Mr. Davies. 

Mr. Davies. Thank you. 

Senator O’Manoney. This sentence that I read you acknowledges 
what is that fact? 

Mr. Davies. Which sentence ? 

Mr. Duce. Let’s see the sentence, Senator. 

Senator O’Manoney. Mr. Duce, may I delegate you to look at this? 

Mr. Davies. The only thing I can say in relation to that sentence, 
Mr. Senator, is as I have said before, that Aramco is under contract 
to sell all its production to its off-taking companies. 

Senator O’Manoney. Then the sentence in this report is substan- 
tially correct ? 

Mr. Davies. I gave you my statement. 

Mr. Duce. We do also market in Saudi Arabia, Senator. 

Senator O’Manoney. Oh, yes. 

Anything else? 
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Mr. McHven. Mr. Davies, you stated that Aramco owns no tankers 
and, therefore, suggested that possibly you weren’t competent to 
testify on some of the aspects of MEEC, bet isn’t it a fact that Aramco 
has two member representatives on the tanker subcommittee of MEEC ? 

Mr. Duce. Ill answer that. Yes, but that is to furnish the com- 
mittee with information upon our terminals and facilities, depths 
of water and other things which relate specifically to the operation 
of tankers into our ports and terminals. 

Mr. McHvueu. Then you are certainly familiar with whatever 
tanker arrangements are made pursuant to the MEKC plan of action 

Mr. Duce. I am not specifically. 

Mr. McHveu. But your represenatives who attend these meetings, 
as members of the tanker subcommittee, certainly are. 

Mr. Duce. They would know what to place with the committee, 
sir, yes. 

Mr. McHuen. Mr. Duce, one last question. 

Do you have any criticisms to offer this subcommittee concerning 
the manner in which the Middle East Emergency Committee was 
either conceived or operated ? 

Mr. Duce. No, sir. After the committee got going, I thought it 
did a good job. I was somewhat impatient that it didn’t get going 
as early as might be the case because the crisis seemed to me to be 
looming in Europe. 

That is all over, the committee has done an excellent job and they 
have done a great deal to alleviate what I could see—— 

Senator O’Manonry. Is the crisis all over ? 

Mr. Duce. Well, Senator, quite possibly you have caught me there. 
I think it is about to be over. We will see what Dag Hammarskjold 
does in the Middle East. I have great hope. 

Senator O’Manoney. Is it time to liquidate MEEC ? 

Mr. Duce. I presume it will be as soon as the canal is opened and the 
oil gets flowing to Europe. 

Senator O’Manoney. Thank you very much. 

Senator Dirksen. You won't be very unhappy to liquidate MEEC 
will you, Mr. Davies? 

Mr. Davies. From all the testimony I have heard, I think most of 
the gentlemen on MEEC would be glad to get back to their desks. 

Senator Dirksen. I note in yesterday’s paper that already there has 
been a modification in gas rationing in Great Britain, so I would 
assume from that that the situation has eased and that the deliveries 
that have been made to Great Britain, and I assume other countries, 
have certainly moved up to the point where you have fulfilled your 
delivery obligations. 

Mr. Davies. I remember reading an article in the paper where the 
oroblem wasn’t to find the products to put into tanks, it was the prob- 
bes of finding tanks to put the products in, but that is only a newspaper 
story. 

Senator O’Manoney. Do you have any more questions ? 

Mr. McHven. That is all, Senator. 

Senator O’Manoney. If there are no other questions, Mr. Davies, 
Mr. Duce, Mr. Erskine, we are grateful to you for your responses. 

I think you have made good witnesses and I think we have gained 
a lot of information which will be of value. 

Thank you very much. 
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Mr. Davies. Mr. Senator, we appreciate having been here. We 
hope you have a better know ledge of how Aramco operates. I hope 
you have a better appreciation of Ww hy we think there should be no 
change in the incentives that are now ‘being given to foreign oil com- 
panies to develop oil reserves of the world. 

Thank you, Senator. 

Senator O’Manonry. Mr. Jennings, may I say to you that the com- 
mittee is very grateful to you for rearrangement of your own schedule 
in order for you to be here. 

I know that there are many demands upon your time, and you want 
very much personally because of business reasons to be elsewhere than 
in W ashington this week, but in order to cooperate with us, you were 
good enough to come. 

We appreciate your presence here. We are sorry you had to wait so 
long but we know you are a man of patience. 

Do you have a prepared statement ? 

You may proceed. 


STATEMENT OF B. BREWSTER JENNINGS, CHAIRMAN OF THE 
BOARD, SOCONY MOBIL OIL CO., INC.; ACCOMPANIED BY HER- 
MAN J. SCHMIDT, GENERAL COUNSEL; A. C. INGRAHAM, MOBIL 
OVERSEAS OIL CO.; AND JOHN J. SCOTT, COUNSEL 


Mr. Jenninos. Mr. Chairman, if you would like in the interest of 
time, I think all you gentlemen have a copy of this statement, I would 
be very glad to have it placed in the record and I won’t take the time 
to read it. 

Senator O’Manoney. If you will, please, Mr. Jennings, for the 
record, identify yourself and your associates who are here with you. 

Mr. Jennrnos. I will be glad to. 

My name is Brewster Jennings. I am chairman of the board of 
Socony Mobil Oil Co. 

On my right is Mr. Herman Schmidt, our general counsel. On my 
left, Mr. A. C. Ingraham of our Mobil Overseas Oil Co., who is our 
alternate member on the MEEC, and the other gentleman is Mr. John 
Scott, also counsel. I am surrounded with counsel. 

Senator O’Manonery. As well as members of the committee. 

Would you proceed ? 

Mr. Jennincs. My name is Brewster Jennings. I am chairman of 
the board of the Socony Mobil Oil Co. 

A number of questions have been asked about the oil industry— 
why the companies appear to have lagged in sending oil to Europe, 
why prices of crude oil and petroleum “product s went up, whether the 
price increases could be justified in light of seemingly large inventories. 

In covering these subjects in my prepared remarks, I shall touch 
some points only very briefly because you have already heard a great 
deal of testimony dealing with them. 

To take first the supplying of oil to Europe, the results ought to be 
measured in relation to the size ro the job. Shortly after the Egyptian 
Government seized the Suez Canal last summer, the United States 
Government asked the Middle East Emergency Committee to make a 
study to determine what the supply problem’ would be if the canal 
were closed. 
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This study indicated that the oil industry could largely make up for 
the curtailment of oil supplies resulting from a shutdown of the canal. 

But it was also made clear—and this seems to have been generally 
forgotten although it was publicized at the time—that the industry 
was fully aware that it could not offset the additional shortage that 
would result if a major pipeline were lost along with the canal. 

The problem faced in November was the closing of both the canal 
and the biggest pipeline system in the Middle East. If only the canal 
had been closed, and if the industry had made the effort it has since 
November, there would have been no shortage in Europe. 

Estimates on the extent of the shortage in Europe seem to vary 
greatly. As we at Socony Mobil interpret such figures as are avail- 
able, it appears that new supplies of automotive gasoline, distillate 
and residual fuels arriving in Europe and coming from European 
refineries during the first quarter of this year will be equivalent to 
about 80 percent of what Europe would have used had the Middle 
Fast crisis not developed. 

But including draft on inventories in Europe, the percentage of 
this demand actually being met approximates 88. 

While we do not claim that perfection has been achieved, the results 
seem to suggest that a good job has been done in the face of a very 
serious emergency. It was better than we had thought possible. 

With your permission, I should like to tell now what Socony Mobil 
has done to supply Europe. 

Immediately after the shutdown of the canal and the pipelines, 
Socony Mobil’s west coast affiliate, General Petroleum discontinued 
imports from Venezuela that had been running about 11,000 barrels « 
day and substituted crude from Canada. 

This is saving considerable tanker tonnage. 

On the east coast Socony Mobil discontinued its imports of Middle 
East oil that had been about 16,000 barrels a day and substituted crude 
from the United States gulf coast. 

Our imports from the Caribbean to the east coast are at the level 
of the preemergency period. Our only imports from the Caribbean 
now are specialty crudes, for which we tried to buy substitutes in the 
United States, but could not. 

Had we been able to make these purchases, we would have switched 
to domestic crudes, even at substantial financial sacrifice, in order to 
make an additional contribution during the emergency. 

Our problem pointed up a fact about oil not generally understood 
by people inexperienced in the industry: That is the important dif- 
ferences among types of crude oil, not only or even primarily in grav- 
ity, but in other no less important characteristics. 

That is why it is impossible to substitute just any crude for any 
other crude. Flourmakers, I am told, have a similar problem with 
different types of wheat. 

We are processing 28,000 barrels a day of Oficina crude from Vene- 
zuela in our Brooklyn refinery. At Brooklyn we manufacture, among 
other products, a line of solvents on which hundreds of businesses on 
the Atlantic seaboard depend. 

Without Oficina or a suitable alternate crude we could not maintain 
the quality and quantity of our solvent supplies. We have tried un- 
successfully to obtain a suitable replacement. 
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At our Paulsboro, N. J., refinery we are importing 19,000 barrels a 
day of Colombian crude and about 5,000 b: arrels a day of Tia Juana 
102 Venezuelan crude, primarily to obtain certain high lubricating oils 
and specialty products. 

Oklahoma bright would be a suitable replacement for Colombian 
crude, but we have been unable to obtain a supply. We have imported 
Tia Juana 102 for several years. Domestic coastal lube type crudes, 
which would substitute for Tia Juana 102, have been in short supply 
for many years, and still are. 

We continue to meet about half of our needs for this type crude 
from domestic sources, but have been unable to increase this supply. 

The only other South American oil we are importing is 4,200 bar- 
rels a day of Venezuelan Boscan crude at our East Providence, R. L, 
refinery, where we make asphalt. 

This crude, which we started importing in February under plans 
made several months earlier, replaces heavy fuel oil from our Pauls- 
boro, N. J., and Beaumont, Tex., refineries as the raw material for 
East Providence. 

When the emergency developed, we studied two alternatives to the 
plan to use Boscan crude at East Providence. One was to obtain a 
suitable asphaltic crude in the United States. Such a crude was 
unavailable in the United States. 

The other was to continue to use heavy fuel from Paulsboro and 
Beaumont as the raw material at East Providence. We were, how- 
ever, counting on having this fuel oil to fill domestic customer con- 
tracts. 

Had we continued to use fuel oil from Paulsboro and Beaumont at 
East Providence, we would have had to take an equivalent amount of 
heavy fuel oil from the gulf coast, which would have reduced the 
heavy fuel oil available for shipment to Europe. 

This was even more urgently in demand there than crude. In view 
of this and of the fact that a substitute crude could not be obtained, 
it appeared to us that the best course was to proceed with the plan to 
import the Boscan crude. 

A set of maps originally prepared for our employee magazine gives 
a picture of the tremendous supply switch we have made following 
the Suez and Iraq pipeline closing. I have brought these maps with 
me. 

You will note that during the first 3 months of 1957, Socony Mobil 
will ship from all sources an average of 213,000 barrels a day of crude 
oil and products into the shortage area. 

This 1s more than we were shipping into that area at this time last 
year, when the greater part of our oil for Europe was coming through 
the Suez Canal or through the Iraq Petroleum Co. pipelines. 

Because of increased requirements, however, even this increase of 
roughly 20 percent does not enable us to meet all demands for our 
supplies. 

Obviously, our European supply effort involved rerouting the 
big majority of our tankers. To hit a few high spots of our other 
activities, Magnolia Petroleum Co., our affiliate in the Southwest, 
has reactivated on old 200-mile pipeline from Corsicana, Tex., to the 


Gulf. 
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Our affiliate in Venezuela has increased its production by 10,000 
barrels a day. We had planned to complete an addition to a pipe- 
line in Venezuela with 16-inch pipe in 1958, but 8-inch pipe was 
immediately available so we went to work on a temporary 8-inch loop 
which was completed in January. 

We changed our yield patterns to make more fuel oil for Europe 
at three of our refineries in the United States. In each month since 
November, we have made a smaller percentage of gasoline at our do- 
mestic refineries than in the comparable month a year earlier. 

In a company like ours, with extensive operations in Europe, the 
effort is, of course, not limited to the Western Hemisphere. Each 
Mobil refinery in Europe changed its yields, to make the maximum 
amounts of products needed in the country in which it is located. 

At our refinery at Bremen, Germany, we are importing United 
States coal to fuel the refinery boilers. By thus substituting coal for 
oil, we make an additional 900 barrels a day of fuel oil available to 
customers. 

That is just one of many things our affiliates in Europe are doing 
to help meet the oil supply problem. 

Turning now to price increases, I should like to offer four basic 
points for your consideration : 

1. The need for crude oil will increase in the United States for as 
far ahead as we can see. 

2. The United States Government, with national defense in mind, 
has repeatedly urged the oil industry over the past 10 years to develop 
and maintain a substantial excess in domestic producing and refining 
capacity over current needs. 

3. If the industry is to do the job that the public and the Govern- 
ment demand and expect, it will need a return adequate to attract 
large amounts of capital into oil exploration and producing. 

4, There is always a question as to how much of the domestic need 
should be met from imports. As far as Socony Mobil is concerned, 
we have felt that it is in the national interest to have a strong domestic 
industry, also that the level of our imports ought to be influenced by 
the views of our Government as we understand them. 

A little over 2 years ago we began to get rather definite expressions 
from the Office of Defense Mobilization as to a suggested level of 
imports, and we have conformed to them. 

We estimate that consumption of oil products in the United States 
will reach 12,300,000 barrels a day by 1965. This compares with 
8,800,000 barrels a day in 1956. Even if imports should continue to 
supply the same percentage of oil demand in the United States as 
they did just prior to the Suez crisis, the domestic industry would 
have to find at least 114 times as much oil in the next 10 years as it did 
in the previous decade just to maintain the present ratio of reserves to 
consumption. 

The ratio of domestic reserves to domestic consumption, however, 
has been declining. In 1938, reserves were 16 times annual con- 
sumption. 

By 1953, the ratio was only 13 to 1 and in 1955 the last year for 
which figures are available, 12 to 1. I do not know whether it will 
be possible to reverse this trend, but it will require increased explora- 
tion even to maintain the present ratio. 
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The price of crude oil must be at a level to encourage greater ex- 
ploration, or the ratio is certain to decline further. 

The problem of costs has hit oil producers from several angles, I 
think this can be summarized by stating that oil producers have to 
drill an increasing number of wells to a greater average depth at 
nw costs per foot to find the same amount of oil. 

espite improved technology, these factors have caused costs to 
rise by something like geometric progression. Since 1953, when crude 
oil prices were last increased, the number of wells drilled for each 
million barrels added to crude oil reserves has increased by one-third. 

Against this background a crude oil price advance had been inevi- 
table for some time. Whether it should have come precisely when it 
did, coinciding with the European emergency, may be debatable. 

However, once the increase was made and generally followed, So- 
cony Mobil had no choice. We produce a little over half the oil we 
run in our domestic refineries, and must buy the rest. We simply 
cannot obtain this oil unless we pay the going price. 

After the price of crude oil advanced by about 30 cents a barrel, 
it had to be reflected in products prices. Refinery profit margins 
simply are not large enough to absorb an increase of that amount in 
crude oil prices. 

The comment has been made that a price advance is not justified if 
there is a surplus of capacity or of inventories, no matter what other 
factors may be involved. I cannot share this view. 

As for excess capacity, I believe that should be considered normal, 
not abnormal. In the oil business we must have excess capacity for 
national defense, and, as I mentioned earlier, we have been repeatedly 
urged by the Government to maintain an excess of both producing 
and refinery capacity. 

We also need spare capacity to serve the seasonal and any sudden 
unexpected increases in the requirements of our customers. 

As far as inventories are concerned, no two people would agree 
as to ideal levels. The highest product inventories are in gasoline, 
but I do not regard them as being much, if any, in excess of reasonable 
needs. 

On March 1, they amounted to 50 days’ supply, 1 day less than a 
year earlier, the same as 2 years earlier, and 3 less than 3 years earlier. 

As you perhaps know, published inventory statistics include un- 
available products required to keep supply channels filled. 

There has been no industrywide survey of such unavailable stocks 
since 1954. We know, though, that new product pipelines have been 
built, and that additional tanks have been built at many seaboard 
tanker terminals which have been enlarged to accommodate modern 
large ships and their cargoes. 

o these unavailable stocks in supply channels are today much 
higher than they were 3 years ago. Our company’s studies indicate 
that oil industry stocks of gasoline actually available for us on March 
1 this year amounted to just 32 days’ supply. 

In any event, the inventories that existed when product prices 
were raised had accumulated gradually and it is only eaptea bin to 
assume that their size had already been reflected in products prices 
before refiners were faced with an entirely new cost item—the higher 
price of crude oil, 
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One more point on inventories might be of interest. The petroleum 
industry has continually increased its storage capacity to take care 
of a larger demand and greater variation in seasonal demand. 

This is the time of year when gasoline stocks normally are built 
up and heating oil stocks are depleted but, in total, the industry’s 
storage tanks for all the so-called clean products—gasoline, kerosine 
and distillates—far from being overflowing, are only about half filled. 
This is the typical and economic level at which the industry has oper- 
ated for years. 

There seems to be an impression that all products prices have been 
increased by a cent a gallon. The fact is that there was quite a bit of 
variation in the product increases just after the crude advance, and 
since then wholesale gasoline prices have been reduced at a number of 

oints. 
' Incidentally, I am talking about wholesale prices, because only a 
fraction of 1 percent of Socony Mobil’s gasoline sales are directly to 
motorists and only 15 percent of our burning and heating oil sales are 
directly to householders. 

On the east coast most of our gasoline today is being sold whole- 
sale at no more than a half cent above the level prevailing before the 
crude price rise. 

Quite a bit of it is being sold at no increase at all. In most of the 
Midwest, our price advance for gasoline varied between three-fourths 
of a cent and a cent, but most of the increase, in some cases all of it, 
merely restored reductions made last fall. 

Prices of Socony Mobil products in mid-February averaged less 
than 7 percent above those of June 1953, the time of the last previous 
crude increase. By comparison in the same period: 

The Government’s wholesale industrial price index rose 9.9 percent. 

The Government’s index for metals and metal products, used by 
the oil industry every step of the way from oil wells to service stations, 
advanced 20 percent. 

Wages and benefit payments for our employees are up more than 15 
percent. 

While our products carry the same names today as in 1953, they are 
not the same products. They are much better, particularly gasoline. 

Today the customer gets a regular-grade gasoline that is 5 octane 
numbers higher than 4 years ago and includes additives which improve 
engine performance. 

If we were selling today the same products we sold in 1953—in other 
words, taking into account the improvements in quality—we estimate 
that the average increase in our products prices over this period 
would be less than 4 percent, not 7 percent. 

I appreciate having had the opportunity of presenting these com- 
wong to you. I will be glad to try to answer any questions you may 

ave. 

Desator O’Manoney. Would you care to make a summary state- 
ment? 

Mr. Jennincs. Well, my statement deals briefly with our view of the 
MEEC operation and with the part our company played in it. 

It does not go into much detail. I thought you had most of that 
detail, and it comments briefly on the crude oil price advance which 
occurred in January and on the product advances which occurred 
shortly thereafter. 
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It makes observations about the trend in recent years between domes- 
tic crude reserves and current consumption of reserves, and that is 
about all there is in it. 

T have really nothing to add to what is in the statement. 

Tam sure Mr. McHugh has seen it. 

Senator O’Manonry. Senator Dirksen? 


Senator Dirksen. Mr. Jennings, I note on page 3 that you carry this 
sentence about five lines down: 


Our only imports from the Caribbean now are specialty crudes for which we 
tried to find substitutes in the United States but we could not. 

What are those specialties? 

Mr. JenNiNGs They are of two types primarily, Senator. Oneisa 
crude oil that we get from eastern Venezuela out of which we make our 
solvents, which is a rather specialized line of products for the refinery, 
we have in the New York area. We could use east Texas crude for 
that purpose but we have been unable to obtain east Texas crudes since 
the crisis developed. 

The other group of crudes are from Columbia and have lubricating 
properties and we could substitute certain Oklahoma crudes and cer- 
tain coastal crudes, but we have been unable to get those from domestic 
sources. 

Senator Dirksen. So there are some differences in crudes? 

Mr. Jennines. Very definitely. 

Senator Dirksen. Depending on the end use to which it is to be put? 

Mr. Jenninos. Yes, sir. I am very glad you raised that point be- 
cause it is an important point. 

What often happens is that a refinery is lacking in certain equipment 
that it would require in order to substitute a crude, and a substitution 
of that nature cannot be accomplished on short notice or without the 
expenditure of considerable sums and the building of new equipment. 

Mr. McHuen. Mr. Jennings, among the problems which the com- 
mittee has been looking into is the question of the manner in which the 
various companies have arranged for shipments under any of the 
various schedules set up to the countries to which this kind of action 
applies. 

There has been some testimony concerning the role of OEEC operat- 
ing abroad about decisions made as to allocations of oil among various 
countries. We have been told something concerning the role of OPEG, 
the advisory group to OEEC. I assume you are familiar with the 
operations of both of those? 

Mr. Jenninos. Ina general way; yes, sir. 

Mr. McHuen. Has your company filed reports concerning actions 
that have been taken for the shipment of oil under some of these 
schedules ? 

Mr. Jenninos. In this country or with OEEC, which? 

Mr. McHven. No, in this country have you filed reports of actions 
to be taken ? 

Mr. Jenninos. We have filed such reports, yes, sir, but they have 
not been reports that deal with the OEEC or OPEG activities. 

Mr. McHvau. These would be reports that just deal with the trans- 
actions you have with other American participating companies? 

Mr. Jenninos. Yes, sir, pursuant to the MEEC area of interest. 
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Mr. McHveun. Are any of the shipments or arrangements which you 
have made, for the diversion of oil under any of these schedules, pur- 
suant to any decision made by OEEC? 

Mr. Jenninos. No, sir. 

Mr. McHveu. Concerning which country may be getting oil? 

Mr. Jenninos. No, sir. 

Mr. McHueu. Would you explain for the committee what you con- 
ceived to be the function of OEEC and the advisory body, OPEG? 

Mr. Jennines. It is my understanding that the function of OFEC 
is to, if you want to say reallocate such oil as has been moving into the 
OEEC countries pursuant to the arrangements that the countries have 
been making normally and pursuant to MEEC schedules. 

In other words, if our own individual judgment as to where the 
oil should be going is not in accord with the best overall interests of 
the OEEC countries, then OEEC is supposed to come in and reallo- 
cate that material once it arrives within the OEEC area. That is 
generally my understanding of what it does. 

Mr. McHveu. It is OEEC’s responsibility then to determine how 
this allocation will be handled as among the various countries in- 
volved / 

Mr. Jenninos. That is right, sir. In other words, to take an ex- 
ample, if it so happened that let’s say France had materially more oil 
than would be compatible with the average percentage of normal, shall 
we say, and another country, for example Sweden, had much less, then 
it is my understanding that OEEC would act to divert some of the oil 
going to France so that it would go to Sweden, and so that it would 
bring Sweden up to more nearly the average level of supply, percent- 
age of normal supply. 

Mr. McHven. That involves a decision, does it not, by OKEC that 
France has in excess of a certain amount that it needs? 

Mr. Jenntnos. Yes. 

Mr. McHueu. And therefore would justify a diversion to some 
other country which is short ? 

Mr. Jenntnos. That is correct. 

Mr. McHoven. So it is the Government agency OEEC which de- 
cides what the amount of cutback would be and what the amount of 
allocation would be in any of the foreigr. countries involved ? 

Mr. Jennrnes. That is my understanding. 

Mr. McHveu. Suppose, based on that, OEEC decided that the 
production or the consumption in France was to be a certain 
fixed amount and was not to exceed that. 

How would the decision be made, assuming that there were four 
refinery customers for crude oil in France, concerning which of those 
customers would get how much oil and in what manner? 

Mr. JennriNGs. [ can only believe that OEEC would do that through 
OPEG, but I would like to ask Mr. Ingraham to answer that question. 

Mr. Incranam. I might say this: The OEEC would determine 
first as Mr. Jennings has pointed out that there would be ree 
a shortage in an area, in a refining country as you say. The determi- 
nation is on the products side. The OEEC oil committee would then 
ask OPEG to, within its own members, try to make up any deficit 
through that operation or through those refineries. 
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But the absolute recommendation comes from the oil committee 
of OEEC to have the OPEG try in the best way possible to make 
up any deficits in those areas as they request it. 

Mr. McHveun. If the deficit has been decided upon by OEEC, in 
this same hypothetic al case involving France, we will assume there 
are four refineries which are purchasing all the crude oil being 
shipped in there. How is the decision made concerning which com- 
pany is to transport the oil to which of these refineries ; and in what 
amounts ? 

Mr. IncranAm. All companies were asked to try to do their best 
to increase their supplies to that area to try to make up that deficit. 
There was no decision as to which company would make it. They 
were all asked to increase. 


Mr. McHvucn. Then those arrangements were made among the 
companies themselves ? 


Mr. Incranam. No. They were each asked individually to try to 
aid in the supplies to that area. 

Mr. McHvueu. We know that there is only a certain amount that 

can be made available, say, to France because they are being cut 
down below their total because of the shortage. 

Therefore some decision must be made concerning which of the 
four refiners in the particular country are to get how much. Other- 
wise one company might get it all, isn’t that correct? Now, how is 
that worked out? Is that worked out by arrangements among the 
companies ? 

Mr. Incranam. No. There was a basic supply pattern. Then they 
reserved back. The oil committee would say reserve back a certain 
amount to make up for deficits in various areas, and those supplies 
were allocated to those areas by the oil committee. 

Mr. McHuen. That is not directed to my question. I understand 
what you are saying. What I am trying to find out is how a decision 
was made concerning what the allocation would be within a given 
country. 

Mr. INcranam. There was no decision as to that. 

Mr. McHven. No decision by whom ? 

Mr. Incranam. By the oil committee. I have never participated 
in those meetings over there myself. 

Mr. McHueu. So that it is left to the oil companies to do this? 

Mr. IncranAm. The oil committee asked the oil companies in- 
dividually to try to increase their supplies in the areas. 

Mr. Jenninoes. Mr. McHugh, I really do not think that either Mr. 
Ingraham or I know the answer to the question you have just raised, 
and I am not at all sure that it has arisen in these countries. My 
impression of this whole thing is that each of the principal operators 
in these various foreign countries has been cut back at about the same 
general ratio, and I doubt very much 

Mr. McHueu. Excuse me, you are saying that each of the pur- 
chasers of the crude oil within the given country have been cutting 
back in the same general ratio? 

Mr. Jenntnos. Yes. For example, let’s say the companies operat- 
ing in France, there might be 4 or 5 of them that operate refineries, 
and my guess is that each one would have suffered let’s say a cutback 
of 25 or 30 percent, something of that order, and I do not believe that 
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the question has arisen of taking, let’s say, A’s crude and putting part 
of it into B’s refinery. Frankly I do not know whether that would 
come within the purview of OEEC or OPEG. 

Mr. McHucu. OEEC never made the decision that A’s refinery 
should be cut back in a fixed amount ? 

Mr. JenninGs. Not that I know of. 

Mr. McHoveu. It merely decided what amount of the allocation 
would go to this particular country ? 

Mr. Jenntnes. That is correct. 

Mr. McHveu. Is that correct ? 

Mr. Jennines. That is so. 

Mr. McHveu. The question as to how much would go to any par- 
ticular customer within that country must be decided by somebody. 
I assume you are saying that is worked out among the countries who 
are supplying the oil; is that correct ? 

Mr. JENNINGS. I am not sure that it is. I think you will find that 
the position may not be the same in each country. I think, for ex- 
ample, in France where you have a substantial degree of control 
through the licensing mechanism, that that may be handled through 
some Government department or a Government created group, but 
I just do not think we know the answer to that detail within those 
foreign countries. 

T have seen no report on it myself. 

Mr. McHveu. I wonder if you could explain for us what is meant 
by the “sugar bow] and kitty” ? 

Mr. Incranam. That was this additional amount that was reserved 
back of the supplies going into the area, the OEEC countries, and 
it was recommended that a so-called sugar bowl as you say was to be 
held back of that total supply, and then when all the figures were 
brought in, if certain areas were shorter than others, then they would 
ask that part of that so-called sugar bowl be allocated to those areas. 

Mr. McHvuexu. Who decided as to how the sugar bowl was to be 
allocated ? 

Mr. Incranam. The oil committee of OEEC asked the OPEG to 
distribute it in those areas. Each individual company would try to 
change its own supplies. If they had, for instance, one area, Sweden, 
which needed a little more fuel, they would ask each company who 
might be operating in Sweden, to try tc increase their supplies in 
that area. 

Mr. McHveu. I understand then that this amount taken out from 
the sugar bowl is the amount which is taken out from the total 
availability ? 

Mr. IncraHam. Total availability. 

Mr. McHveun. For the purpose I assume of handling hardship 
cases ? 

Mr. IncraHam. That is correct. 

Mr. McHveu. The distribution of that was administered by a gov- 
ernment agency ? 

Mr. Incranam. Yes. They had a similar setup over there with a 
supply and distribution committee. They would submit figures to 
the oil committee, OEEC Committee, in somewhat the same manner 
that MEEC operated over here, but that is a government operation. 
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Mr. McHveu. The rest of the oil that is to be distributed that is 
not part of the sugar bowl and the kitty, is it distributed by these 
individual companies themselves ? 

Mr. Incranam. That is correct. They submit their own supply 
setup which forms the basis of the total supplies. 

Mr. McHveu. This program for allocation by OEEC, as I under- 
stand, came about in January of 1957, is that right? 

Mr. Incranam. I believe it was early this year, yes. 

Mr. McHvueu. After the Middle East Emergency Committee was 
activated in December, between then and the date in January when 
this plan was set up in Europe, how were these allocations handled $ 

Mr. Incranam. The MEEC had nothing to do with allocations. 

Mr. McHueu. No, OEEC. 

Mr. Incranam. OEEC? They had not come to any allocation 
period at that time as far as we know over here. Each company was 
supplying to the best of its ability. 

Mr. McHueu. There was an immediate shortage, was there not, 
following the Suez closing ? 

Mr. Incranam. Yes, there was a shortage, but each company was 
supplying its own products, its own requirements to the best of 
its ability. There may have been some differences, some com- 
panies supplying more than others and some countries may have been 
receiving more supplies. 

All I can speak for is ourcompany. We tried to distribute equita- 
bly among the whole area the best we could. 

Mr. Jenntnes. Mr. McHugh, I would like to add something to that, 
and I recall that it was probably some time in December that I asked 
our vice president in charge of foreign operations whether OKEC 
was ever going to make up its mind as to how it was going to deal 
with this thing. 

In other words, we were concerned over here that for some time 
after the MEEC had been activated so far as we knew, no adequate 
mechanism had been established in Europe to accomplish what 
OPEG and OEEC subsequently did. But I think the real answer 
is that during that period while there was no OEEC oil group func- 
tioning, the drawdown of inventories resulted in supplies being met 
fairly evenly and adequately during that time. 

Mr. McHveu. This would have to be done by agreement among the 
companies ! 

Mr. Incrauam. No. 

Mr. McHvueu. That were furnishing the oil ? 

Mr. Ineranam. No. Each company had its own situation. I 
mean each company had its own supply coming in, its refineries op- 
erating, its storage plants with such inventories as they had. 

Mr. McHueu. You state this was handled equitably in this period 
of time. This is the period of time during the shortage? 

Mr. Incranam. Yes. 

Mr. McHueu. In order to arrive at this equitable result, there must 
have been some participation by companies, some exchange of infor- 
mation ¢ 

Mr. Incrauam. I meant equitable as far as the public was con- 
cerned. 
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In other words, the consumer. The consumer was getting his sup- 
plies from whatever company was supplying him through the draft 
on inventory and such supplies as the company had. 

In other words, I do not think the problem really arose until along 
in January or maybe early February. 

Mr. McHueu. Mr. Jennings, I would like to read to you portions of 
the minutes of meeting No. 8 of the Middle East Emergency Commit- 
tee, dated December 17, 1956. 

They are minutes signed by Mr. R. 8. Fowler, Director of Voluntary 
Agreement. This reads, in part: 


Mr. Moline stated that on the basis of information obtained from the Middle 
East Emergency Committee and from its own surveys OPEG would develop 
information as to the supplies that were available for Europe and would pass 
this information on to OKEC. The OEEC would then determine what allocation 
program would be followed and the various companies supplying oil to Europe 
would be asked to carry out this program to the fullest extent possible. 

In this connection it was reported that representatives of participants who 
were acting as observers at OPEG meetings had been requested to assist in 
earrying out the OEEC request that supplies be available for Sweden, and a 
question was raised as to whether it was clear that this activity was authorized 
under the plan of action. 


Mr. Hamilton advised that such participation was authorized by the plan of 
action. In order to make clear the exact nature of the operation that would be 
involved, it was then pointed out that company A might have only 50 percent of 
its normal supplies while company B had 100 percent, that if their shares of the 
market within the various countries were the same this would mean that each 
country would receive approximately the same amount of petroleum supplies, but 
that in fact the shares of the markets varied greatly from country to country so 
that countries supplied in large part by companies having ample supplies were 
presently receiving larger proportions of their normal petroleum requirements 
than countries not in this position, and that the effect of the allocation by the 
OEEC would be to have these suppliers change their normal supply patterns and 
send petroleum and other products. 

From this can you tell us what would be your understanding of this 
reference to these various companies having their share of the markets 
within various countries ? 

Mr. Jennincs. Who was the gentleman who wrote those minutes ? 

Mr. McHveu. These are the minutes 

Mr. Jenninos. I was just wondering whether he was an oil man or 
a Government man. 

Mr. McHueu. They are written by Charles E. Gately. 

Mr. Jennrinos. He happens to be a Government man. I don’t think 
we would have used that particular word “share.” 

Mr. McHvueun. Can you tell us who Mr. Gately is? 

Mr. Jenninos. Charlie Gately, counsel for the Oil and Gas Di- 
vision. 

Mr. McHveun. Has he been down here for some time ? 

Mr. Jenninos. He has been down here for some time but 1 think 
he has been in a consultative capacity. He was active in the PAD days, 
Petroleum Administration for Defense, as I remember it. 

Mr. McHueu. Was he associated with some oil company / 

Mr. Scorr. Yes: he was many years ago, but in my knowledge he 
has been connected with the Interior Department, Oil and Gas Divi- 
sion, through the Korean war emergency on up to the present. 

Mr. Jenntnos. During the war I certainly remember him. 

Mr. Scorr. I think during the war he was with the PAW. 
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Mr. Jennings. In any event I think that word simply refers to 

jo percentage of the business a given fellow was normally sup- 
ing. 

r Tn other words, any company would have a certain number of cus- 

tomers, and those customers would consume a certain amount of oil 

per month or per year, and I think that is the sense in which he was 

using that. He was not using it in the sense of there being a predeter- 

mined cartel share, if that is what you are thinking about. 

Mr. McHueu. Do shares in the market denote anything else to you 
but that, that someone has a fixed amount of the Cusinesa! 

Mr. Jennin@s. I can understand your suspicion, but I suggest that 
it is not well-founded. 

Senator O’Manoney. Gately was using the wrong phrase, wasn’t 
he? 

Mr. Jenninos. If one of our fellows had written that word down, 
I think we would have been quite critical of the man. 

Mr. McHuau. Weren’t these minutes approved by the members of 
MEEC before they were adopted? 

Mr. Jennrnos, | doubt if we would survey them from that particu- 
lar point of view. 

Mr. McHueu. The minutes were approved by you? 

Mr. Jenninas. I imagine so. They were received, put it that way. 

Mr. McHveun. I will ask you whether or not participating mem- 
bers referred to here have any fixed shares of the business in the var- 
ious countries among themselves ? 

Mr. Jennrnos. I cannot answer that question, but since I have been 
in the business they have not had to my knowledge. 

Mr. McHvueu. How long has that been ? 

Mr. Jennings. It has been thirty-odd years. I think perhaps I 
ought to correct that. I don’t know when it was that this Achnacarry 
business came up. That was in 1928, so that would have been sub- 
sequent to my entry. I had nothing to do with the management of 
the business or any knowledge of its operation. I was at that time I 
think a purchasing agent or something like that. 

Mr. McHucu. Haven’t you ever figured that your company, So- 
cony, has any fixed percentage or share of the business of any given 
foreign country ? 

Mr. Jenntnos. No; not in the sense that you are asking the ques- 
tion. We know that the business we do in a given year constitutes a 
percentage of the whole, but we do not regard ourselves as having any 
share in the sense that you are using the term. 

Mr. McHveu. Does that percentage of a country’s business which 
you do remain fairly constant over the years? 

Mr. Jenntnes. No. It varies considerably. It varies quite consid- 
erably. I can’t cite you figures from memory, but I can give you ex- 
amples if you want to have them. 

Mr. Scorr. I wonder if I could interject. I think I have had some 
experience with the problems that they run into when you have a 
shortage situation. 

In a country such as Sweden where you have several refineries, 
possibly 2, 3, or 4 refineries, each refinery in turn has its outlets. If 
you want to get an even distribution to all consumers in the area of 
Sweden, it is desirable to have each of those refineries taken care of 
on as even a basis as possible. 
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Now I think that at the time that these minutes were written, no 
one had any precise knowledge as to just how deep his shortage would 
be, and if it had gotten down to a 35- or 40-percent type of shortage, 
obviously the activity of OEEC would have had to have been much 
more definite and much more precise than it ever did in fact become. 

From what I have been able to observe of what appears to have been 
the operation of OEEC, because of the drawdown of inventories 
and because of the effect of supply efforts on the part of the compa- 
nies, the shortage never got as acute as they were contemplating 
that it might. 

Mr. McHueu. Would you say, sir, that as a result of the shortage 
and the MEEC operation that the relative market position of the 
individual supplying companies differed much following the short- 
age than what existed before? 

Mr. Scorr. I really can’t answer that. 

All I am trying to say is I think what they were thinking of was 
not the share of the companies. They were thinking of it more in 
terms of whether the product which went to the companies and into 
those countries would in turn be distributed evenly throughout the 
country. 

That is a surmise on my part but I am trying to add a little clari- 
fication if I can. 

Mr. McHveu. I am simply trying to determine whether on behalf 
of Socony you can tell us whether its share of business in any par- 
ticular country was affected substantially. 

Mr. Jennines. We have no knowledge of that. We have no fig- 
ures on our sales. We just do not know. 

Senator O’Manonry. Mr. McHugh, may I interrupt you at this 
moment ? 

(Off the record.) 

Senator O’Manoney. I want to hand to you, Mr. Jennings, a photo- 
static copy of a story sent out by the International News Service from 
New York on March 1. 

Let me read it into the record. 

This was headed “Nine Lead Boycott”, by Jack Lotto. 


New York, March 1.—Major shipping and oil interests of the United States 
and many other nations were disclosed today to be boycotting Israel under the 
powerful pressure of a nine-nation Arab blacklist. 

The disclosure by International News Service of the Arab crackdown on the 
commerce of the United States and at least 16 other countries, including Brit- 
ain, France, and Russia, aroused immediate concern in Washington. 

“Senator Joseph C. O’Mahoney, Democrat, Wyoming, chairman of the Senate 
Antitrust Subcommittee, said his group would investigate immediately to learn 
to what extent the Arab “economic warfare,’ has forced American firms to 
yield to the blacklist. 

The State Department told INS it had protested frequently, but unsuccess- 
fully, against the imposed boycott by blacklist, which is conducted by the Arab 
League, whose headquarters are in Damascus. The members of the Arab 
League are Saudi Arabia, Egypt, Syria, Jordan, Iraq, Lebanon, Libya, Yemen, 
and the Sudan. 

At least 150 ships, including 8 United States flag vessels, which ignored the 
Arab edict not to trade with Israel, have been blacklisted. This bars them 
from all Arab ports and all Arab oil. 

Arab League Secretary Abdel Khalek Hoassouna, attending U. N. sessions 
as an official observer, described the “economic blockade” as “quite effective.” 

He said “tremendous numbers” of shipping and business firms have agreed 
to “abstain from trade with Israel so they can do business with us.” They 
include some of the biggest United States oil and shipping companies. 





wwe Ew 


ws =r ¢ 


Se) 


es 
he 


he 
it- 
rn 
to 


3S- 


ab 
n, 


he 


ns 


ey 


EMERGENCY OIL LIFT PROGRAM 1519 


Israeli Economic Minister Meir Sherman described the oil companies and 
shippers’ boyscott as a “yielding to Arab blackmail.” 

The Israel official said the entire economy of his country has been severely 
affected by the boycott, which has operated with virtually no public knowledge. 

Sherman said that 95 percent of the American oil companies will not sell 
supplies to his government, which is entirely dependent on oil for its fuel, 
energy, and agriculture. 

A check by INS showed that virtually every major oil company and tanker 
fleet in the United States formally “quarantines” Israel. 

Spokesmen for the three biggest tanker operators said it is “standard 
operating procedure” to write contracts with oil companies forbidding trips 
to Israel. 

For its part, the oil industry recognizes the Arab blacklist by demanding 
guaranties in writing that the ships they get on charter are not on the 
“banned” list. 

Discussing the INS story of the widespread boycott, O’Mahoney said: 

“If the report is borne out, this is another evidence of the deep emotional 
feeling in the Middle East against Israel. The Arab spokesmen have repeat- 
edly indicated that they want the complete destruction of Israel.” 

The head of the committee now probing the oil-lift program to Europe and 
recent price hikes for oil and gasoline, added: 

“Our committee will naturally be interested to know to what extent American 
companies operating in the Middle East Emergency Committee (the admin- 
istration’s oil-lift group) have yielded to the blacklist.” 

The effectiveness of the Arab blacklist club was apparent in the actions of 
at least four global concerns with total resources in the billions. 

The companies include the Socony-Mobil Oil Co., of New York, and those 
controlled by Greek shipping magnates Aristotle Onassis, Stavros Niarchos, 
and Daniel K. Ludwig, head of the National Bulk Carriers. 

Socony was the principal supplier of oil to Israel for many years until it 
terminated its relationship last October. 

The 3 powerful shippers stopped hauling oil to Israel when the Arabs 
blackballed 1 tanker of each operator and threatened to blacklist their entire 
fleets totaling more than 150 tankers. 

Socony, America’s second largest oil company, ended its contract with 
Israel after 11 of its tankers were blacklisted by the Central Arab League 
boycott office in Damascus, Syria. 

Government officials said the giant company, which holds a 10 percent interest 
in the fabulously wealthy Saudi Arabian oil combine, did not protest the Arab 
action to the State Department. 

A company spokesman refused to comment on any aspect of the situation ex- 
cept to say the corporation “found it expedient” to discontinue its business with 
Israel. 

He added: 

“We got out of Israel because of the continued and increasing difficulties of 
doing business simultaneously there and in the Arab countries.” 

The boycott, Israeli Minister Sherman said, has forced his Government to 
pay a “45 percent premium” over prevailing world prices for its annual require- 
ments of 10 million barrels of crude oil. 

Countries with ships on the current Arab blacklist in addition to the Big Four 
include Greece, Norway, Italy, Panama, Denmark, Liberia, New Zealand, Mo- 
rocco, Holland, Finland, Sweden, Costa Rica, and Switzerland. 


Mr. Jennings, what comment do you have to make with respect to 
Socony-Mobil ? 

Mr. Jenninos. I think.this report is generally correct as far as the 
blacklisting of ships is saiietin. 

The ships began to be blacklisted by this Arab League in 1948 or 
1949, right after the establishment of Israel. I don’t know exactly 
what the blacklist provides but I understand it does not preclude the 
passage of a ship through the Suez Canal if it does not have cargo 
in it. 

Senator O’Manoney. If it does not have what ? 

Mr. Jennrneos. If it does not have cargo in it. 
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In other words, if the ship is empty. Ships that have been black- 
listed cannot load at Arab ports and they cannot get bunkers at Arab 
ports, they cannot get supplies of food and stores, and their crews 
cannot go ashore, but it is a condition that has been going on here since, 
as I say, 1948 or 1949. 

We have had some of our ships blacklisted. 

Senator O’Manoney. Are you obeying the blacklist order ? 

Mr. Jennincs. You have no choice. I mean you cannot put a 
blacklisted ship into an Arab port and load a cargo. 

Senator O’Manonery. Does that mean that all Socony ships are 
unable to got into—— 

Mr. Jenninos. No, sir; it does not mean that. The blacklist is indi- 
vidual to the particular ship. 

Senator O’Manonry. To the particular ship? 

Mr. Jenninos. Yes. 

Senator O’Manonery. Not the companies’ ships? 

Mr. Jenntnos. It does not apply to the whole fleet nor to the com- 
pany as a company. 
ae O’Manoney. Are any of your tankers supplying Israel with 
Oli ¢ 

Mr. Jenninos. Yes, we have had tankers supplying Israel with oil, 
and ships that have been blacklisted can continue of course to go into 
Israel. They cannot load a cargo at an Arab port. They have to 
load a cargo from some port that is not Arab. 

Senator O’Manoney. So do I understand then that so far as 
Socony is concerned, you want the committee to understand that 
while certain ships have been blacklisted, certain other ships continue 
to supply Israel with oil? 

Mr. Jenntnos. No. The ships that have been blacklisted supply 
Israel with oil. 

In other words, there is nothing to prevent a ship 

Senator O’Manoney. Yes, that is the way I understood your state- 
ment. Those ships which have been blacklisted do continue to supply 
Israel with oil. 

Mr. Jennines. Yes; I do not say that all of them do, but such ships 
as are needed. 

Senator O’Manoney. What is the condition with respect to the rest 
of the oil-shipping industry; do you know? 

Mr. Jenntneos. I cannot say too much about that. I really don’t 
know, Senator. 

Senator O’Manoney. What is Onassis doing? Is he supplying 
Israel with his blacklisted ships? 

Mr. Jennrnos. I don’t know whether he has any blacklisted ships. 

Senator O’Manonry. Have you made any protest to the State 
Department ¢ 

Mr. Jennrinos. Yes. We took it up with the State Department 
when they first started the blacklist way back 6 or 8 years ago. 

Senator O’Manoney. What was said and done at that time? 

Mr. Jenninos. I don’t think anything. 

Senator O’Manoney. I beg your me’ 

Mr. Jenninos. I don’t know what if anything was done. I think 
the State Department was not happy about it. 
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I don’t recall precisely what their reaction was, but I am sure that 
their attitude has been exactly the same as their attitude on the matter 
of the Suez Canal blockage, you see, which is another thing not asso- 
ciated with the blacklisting. 

Senator O’Manonry. Is there anything new about this? 

Mr. Jenninas. No, sir; as far as I know nothing new. 

Senator O’Manonery. Does Israel pay a premium for this oil? 

Mr. JennriNGs. No, sir. You see what happens with Israel, the 
ships have to travel to Israel over a route that does not involve the 
Suez Canal, and that requires that they go around the Cape of Good 
Hope, which makes a more expensive freight. 

Senator O’Manoney. I was referring to this sentence in the story: 

The boycott, Israel Minister Sherman said, has forced his Government to pay 
a 45-percent premium over prevailing world prices for its annual requirements 
of 10 million barrels of crude oil. 

You can explain that by the additional cost of going around Cape 
Hope? 

Mr. JENNINGS. Yes, sir; but to be technical about it, the reason the 
ships have to go around the Cape of Good Hope is not the blacklist. 
The reason they go around the Cape of Good Hope is because of the 
refusal of Egypt to permit them to transit the canal, which is not 
associated with the blacklist matter. 

Senator O’Manoney. The increase in the distance to be traveled 
and the increase of tanker rates probably would account for this 45 
percent ? 

Mr. Jenninos. Yes, sir. I don’t know where Mr. Sherman may 
have gotten his 45 percent, but obviously they pay some premium 
going around the Cape of Good Hope. 

Senator O’Manonry. Have you made any suggestions to the State 
Department with respect to the matter? 

Mr. JENNINGS. No, sir. 

Senator O’Manonry. Can you make any suggestions to this com- 
mittee with respect to it? 

Mr. Jenninos. If any of you can figure out this Middle East situa- 
tion, I think the suggestion would be very welcome, but I do not feel 
that I can make one, Senator. 

Senator O’Manonry. Mr. McHugh? 

Mr. McHueu. We have some documents here I want to ask you 
some questions about. 

These are documents which were obtained under subpena from your 
company. I call your attention to a letter dated January 17, 1957, 
from Mr. Brandon H. Grove. 

Who is Mr. Grove? 

Mr. Jenninas. He is our representative in London. 

Mr. McHueu. Addressed to Mr. A. C. Ingraham. 


I wish in the following to deal briefly with the amount of 200,000 tons of 
petroleum products which OEEC requested OPEG to make available during the 
fourth 10-day period of each 40-day slate for allocation as decided by OEEC, 
Although a number of well-founded objections could be raised against taking 
such significant quantities of oil out of the industry’s direct control, I think 
there can be no doubt but that this was a minimum price to pay for OLEC’s 
cooperation rather than its interference. 

If OEEC were denied some supplies to play with, they would undoubtedly 
attempt to interfere strongly with the supply slates as a whole. 
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It seems to me from this document that the OEEC is being per- 
mitted to allocate the 200,000 barrels per day, but that the industry 
is having the full responsibility for the distribution of the remaining 
oil; is that correct ? 

Mr. Jenninos. I think that is substantially correct. In other 
words, as Mr. Ingraham explained earlier, this 200,000 of course is 
that sugar bowl you were talking about. 

Mr. McHveu. Yes. 

Mr. Jenntnes. And I think what that means is that everything, 
excluding the 200,000 tons, was moving in a perfectly normal way 
without reference to any OPEG or OEEC or any other problem, 
because it just moved through the normal channels of the individual 
companies, and the 200,000 would go through this allocation mecha- 
nism pursuant to instructions that OEEC would give to OPEG. 

That is my understanding of that letter. 

Mr. MoHveu. The balance of the production, apart from the 
200,000, would be allocated among the various purchasers of the 
companies, as had been done before. 

Mr. Jenninos. I think it would just flow normally through the 
companies. You know very nearly the same thing was done in New 
York City recently when we had that tugboat strike. All of the 
dealers who were handling fuel oil faced the prospect of a shortage 
in supply because they could not get the oil moved from the termi- 
nals where it was to the distributing points where they needed it, and 
under the arrangements made by the city of New York they did 
exactly this same thing. 

They required a certain volume to be set aside each week in a com- 
mon pot that would be used to meet emergency situations on the 
instructions of this committee that they set up in the city of New 
York. 

It is the same mechanism. And of course I think what Grove was 
saying there, that 200,000 tons looked like an awfully big amount 
to have subject to this completely indefinite arrangement. 

In other words, it took 200,000 tons out of the definite supply that 
everybody would be able to plan on, and you would not know what 
part of that 200,000 tons you were going to get until it was finally 
allocated. 

I think that is what he is really saying in that letter, although I 
have not seen him since he wrote it. 

Mr. McHveu. Mr. Jennings, as a result of any transactions entered 
into by Socony under the various schedules, have you acquired any 
new customers whom you had not previously supplied ? 

Mr. Jennines. I don’t know if we have or not. Have we? 

Mr. Incranam. No. Just maintained our own customers and tried 
to meet the supply requirements of our own customers. 

Mr. JenninGs. I am not sure we may not have lost some. I don’t 
know of any we picked up. 

Mr. McHveu. But in any of the arrangements you have made for 
diversion of oil you have not shipped oil to any independent refiner 
to whom you had not previously been selling ? 

Mr. Inecranam. I don’t think so; no. 

Mr. McHveu. Do all of the transactions entered into by Socony 
under any of the schedules of MEEC involve shipments to your own 
refineries or do some involve shipments to independent operators ? 
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Mr. Incranam. Perhaps we might have shipped to one of our own 
outside customers, but it is our own requirements. 

Mr. Jennrtnes. When he used the term “outside customers,” he is 
saying the same thing you are, independent refiner. 

Mr. Incranam. Under contract. 

Mr. Jennines. We refer to a refiner to whom we are selling crude 
as an outside customer, but I think the term is the same. It means 
the same thing. 

Mr. McHven. Yes; I assume it would, too. This would be a refiner 
who is not owned by your company ? 

Mr. Jennines. That is right. 

Mr. IncraHAM. Someone with whom we have a contract. 

Mr. McHveu. Do you have any reason to know whether any other 
of the participating members of MEEC under any of these schedules 
shipped to customers whom they formerly had not been supplying? 

Mr. Incranam. I have no knowledge of such. 

Mr. McHveun. I call your attention to a memorandum dated Jan- 

uary 7, 1957, written by Mr. L. Hacke. It is entitled “Middle East 
Emergency Schedules Nos. 1 and 2.” 

It is a three-page memor wy oh and I won’t bother to real all of 

it, but, referring to some of the pertinent provisions, it reads in part: 


On top of the foregoing there may be other instances which either have been 


overlooked or brought about through subsequent changes in our clean and dirty 
slates for January. 


Therefore, will you please have these slates reviewed very carefully and let 
me have the following information within the next day or two. 

I might mention that this reference here comes after previous dis- 
cussion of some of the problems confronting MEEC. 


No. 1. A complete summary of planned movements for Mobil Overseas deliv- 
eries from those recommended in schedules Nos. 1 and 2. 


Skipping down to No. 4: 
Any thoughts you may have regarding other ways in which the industry might 
effect transportation economies. 


In this connection you would be interested in a method which has been pro- 


posed for application in the Eastern Hemisphere east of Suez and is now await- 
ing further approval. 


The suggested measures would eliminate multiple port discharges and cross 
hauls through a pooling of deliveries by two or more companies. This proposal 
may also have some application for shipments in the Scandinavian countries. 

Can you tell us something more about what is involved here in 
connection with the new method being proposed for application in 
the Eastern Hemisphere east of Suez which involves this pooling 
among two or — companies ¢ 

Mr. Jenninos. I do not know in detail about that, but I think I 
know enough about tanker operations to probably answer your ques- 
tion. If I “don’t answer it correctly, you will correct me. 

Mr. McHueu. Let me ask you first whether or not the Eastern 
Hemisphere i is within the area covered by the Middle East Emergency 
Committee plan of action or is that outside? 

Mr. Incranam. It was included in the plan of action. 

Mr. McHveu. It is within the plan of action? 

Mr. Jennines. Yes, but I think what they are talking about, you 
see ordinarily a company in supplying its refineries or its cus- 
tomers 

90507—57—pt. 2——-44 
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Mr. McHveun. I am sorry I missed that. 

Mr. Jenninos. I say under ordinary circumstances a company sup- 

lying its refineries or customers will frequently divide a ship’s cargo 
lao two ports of discharge, and obviously that absorbs some 
extra time on the tanker. 

Let’s say there are 2 fellows in 1 harbor and both want crude oil and 
neither one of them can take a full cargo. Under emergency con- 
diitions such as these, it would be desirable for, let’s say, a Socony 
ship to go in there and discharge half its cargo to the Socony refinery 
and half, let’s say, to the Shell refinery or whatever other refinery 
there might be. 

In other words, it would eliminate what we call multiple discharges, 
und thereby save some tanker charge. 

My impression is they never did much about that. 

Mr. Incranam. No. There are several, even 3 or 4, discharge prod- 
ucts that individual companies might have and there was a thought 
there that 1 company could supply all the requirements with some 
method of exchange so it would save tanker transportation and make 
available additional tankers for supplying Europe. 

Mr. McHvueu. This is the type of a pooling arrangement that is 
referred to here? 

Mr. Inecranam. Yes. 

Mr. Jenntnas. We had an analogous problem in the early days of 
the war that I remember quite well where we had a naval airbase and 
an Army airbase within a few miles of each other in some place in 
the Caribbean, I forget which it was now, and when we started out, 
each base had to have its own boat go in there and discharge about a 
half cargo, and by getting the Army and the Navy to pool their 
arrangements, we could handle the delivery with one ship and it 
saved a great deal of time on the ship. 

I think that is the type of thing Mr. Hacke is talking about there. 

Mr. McHueu. I call your attention now to a letter dated September 
20, 1956, addressed to Mr. C. M. Case from Mr. L. Hacke, manager 
of distribution department. This reads in part: 

We understand from Mr. F. Martin that on the basis of the Secretary of 
Interior’s letter of September 14 addressed to Mr. Holman it was in order for us 
to receive and submit through appropriate channels information similar to the 
above for WARP operations of the entire industry in Portugal and for Mobil 
Overseas crude and products customers in the entire area being studied. 

Accordingly also forwarded herewith are forms relating to inventories and 
supplies scheduled under the west African replenishment plan. You will 
realize of course that the WARP statements which we are providing do not 
account for stocks of those companies which are not members of WARP. 

Now that suitable clearance has been obtained from the Secretary of the 
Interior, we shall immediately begin collecting the requested information with 
regard to the industry figures for Portugal and comparable reports obtained 
from Mobil overseas bulk customers for crude and products. 

Just as quickly as these are completed we shall forward them to you. 


I believe this is the first time in the course of these proceedings there 
has been reference to WARP. I wonder if you would explain, Mr. 
Jennings, just what WARP means and what it is and what it does. 

Mr. Jenntnos. I think that is the carryover of that arrangement 
we have had for years in West Africa. You see, a good many years 
ago, going back to about the war period or before the war, all of 
the distribution in West Africa was in packages, drums, and cases 
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and so forth. Then the business there began to develop quite rapidly 
and we all wanted to go in for bulk distribution. 

In other words, we wanted to build tanks so that we could send 
liquid cargoes in and then we could put the oil out of tanks into the 
packages and distribute it up country. 

Mr. McHven. By rw e? ,you mean whom ? 

Mr. Jenninos. By “we” I mean we in Socony and simultaneously 
Shell wanted to do the same thing and Texas and other companies 
operating there. 

Well, as things developed, we could not simultaneously each of us 
build a plant at each place that we would ultimately need a plant, so 
let’s say Socony would build a bulk terminal at one port and Shell 
would have a terminal completed at another port. 

We started out by putting oil through each other’s terminals, you 
see, so that we could initié ally get the benefit and the economies of 
bulk distribution before each of us had fully equipped himself with 
terminals at each point he needed them. 

During that period, it was of course necessary to work out an ar- 
rangement so that a ship going into one of these places would have 
oil in it for maybe 2 or 3 companies that were going to need the oil 
to put through that terminal. 

Mr. McHveu. Is this a question of storage facilities or docking 
facilities ? 

Mr. JENNINGS. A question of storage facilities. A question of shift- 
ing from case and package distribution over to bulk distr ibution, and 
duri ing that period, because of the fact we did not all of us have plants, 
terminals at each place where we needed them, we used each other's 
facilities on throughput arrangements and so forth. That was re- 
ferred to as the West African replenishment program or plan, which- 
ever It was. 

For instance, Socony would undertake the responsibility of main- 
taining oil at "a terminal that it had, and Shell would have the 
responsibility of maintaining oil at the other place 

But it was nothing more “than a pooling, a temporary pooling of 
these bulk terminal facilities. 

Since then as we have been able to get materials and get ahead with 
construction, we have all of us been developing our own plants at the 

various ports, and the thing is pretty nearly finished up. 

Mr. IncrAnAM. It is pretty nearly finished up. 

Mr. McHveu. When was this pian first formed ? 

Mr. JENNINGS. In the postwar period. 

Mr. Incranam. I think even before the war. 

Mr. Jenninos. I was thinking it really started during the war 
when we were doing so much wor rk for the Government in connection 
with the ferrying of aircraft across to Africa. 

I think that is really where the thing got going. 

Mr. McHwueu. This has continued down to the present time ? 

Mr, JENNINGS. Yes. 

Mr. McHvueu. Who are the member companies besides yourself 
and Shell ? 

Mr. Jennines. Texas, the Petrofina, Belgium Company. It is 
companies that are operating out there. 


Mr. McHveu. Has this arrangement been reduced to writing in 
some form ? 
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Mr. Incranam. I could not say whether there is anything in writ- 
ing or not. I don’t think so. 

Mr. McHven. You have a formal title “West Africa Replenish- 
ment Plan.” 

Mr. IncrRaHAM. We just call it that. It has become one of those 
things in use. 

Mr. Scorr. That is the name that it had during the war, just like 
that maritime rate we all hear about for tankers. 

Mr. McHuecu. This operated under some type of Government 
sanction ¢ 

Mr. Scorr. Not that I know. 

Mr. JenNriNGS. I don’t think so. 

Mr. McHvuceu. Was it ever submitted to the Government for 
approval ¢ 

Mr. Jennin6s. I don’t think so. I don’t think it is that important. 
It is a transitional thing. I mean on occasion you will contract with 
somebody to handle your goods through his terminal if you do not 
have a terminal there. 

That is common in the business. We do it in this country all the 
time. It is the only way you can compete. 

If you do not have bulk facilities at a given place, and there are 
bulk facilities there, you cannot possibly compete with packages 
against a fellow who is handling bulk. 

Ordinarily the fellow who has got the bulk terminal has got more 
room in it, more capacity in it, and he is glad to have somebody else 
use it for somany cents a barrel through-put charge. 

Mr. McHvueu. I assume what you are saying, Mr. Jennings, is that 
this is not a spot arrangement worked out each time between com- 
panies coming into a port to make an arrangement with the company 
which has the facilities there. This is something which is done by all 
of the member companies by some sort of prearranged plan or with 
agreement among them as to how it is to be handled. 

Mr. JenninGs. I think it actually developed port by port. When 
a fellow got a terminal built the other people who wanted to do 
business in there would say, “I would like to put through so many 
barrels a month or so many tons a year” or whatever the figure was, 
and “Will you make a terminal arrangement so that I can do that.” 

Then you would undertake to put your stuff through at a unit charge 
per barrel or per ton. 

Senator O’Manoney. How long has this operation gone on, Mr. 
Jennings? 

Mr. JENNINGS. We were just saying as far as we can recall it 
started during the wer when the Government needed a tremendous 
amount of bulk oil, particularly aviation gasoline, for redistribution 
to these upcountry ferry points that they had you know to ferry the 
planes into the Egypt area. 

Senator O’Manoney. As Mr. McHugh pointed out in one of his 
questions, in this letter of September 20, 1946, written by Mr. L. 
Hacke, manager of the distribution department to Mr. C. M. Case of 
Socony Mobile Oil Co., Inc., in New York, he referred to it—with each 
word capitalized—as the West Africa Replenishment Plan? 

Mr. JENNINGS. That is right. 

Senator O’MaHonery. So that is the title. But I understand it was 
never reduced to writing, is that what you just testified ? 
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Mr. Jennrnoes. There must be some writing on it. I just don’t 
know. But I don’t think it is one great big plan that covers a whole 
Jot of places. 

I think it is really a multiplicity of individual arrangements that 
were made as these facilities became available. 

Senator O’Manonry. If it is a multiplicity of arrangements that 
have been made and has a title which the author of this letter deems 
worthy of capitalization, are we to understand that the officials of the 
various companies carry this thing in their minds? 

Mr. Jenninos. I think it is just : a way of referring to it. We ended 
up you see having a 

Senator O’Manonery. There was some sort of writing, was there 
not ¢ 

Mr. Jennings. I imagine there is. We will look it up and see what 
there is on it. 

Senator O’Manonery. Was it a signed agreement ? 

Mr. Scorr. There may have been during the wartime. It is my 
impression it is just as you describe it, and that there is no plan, no 
written plan, which covers the present operation. I could be wrong 
but I don’t know. 

Senator O’Manoney. Wouldn’t it be rather difficult with changing 
personnel in a number of companies to—— 

Mr. Jenntnos. But Senator, it is a simple proposition. It is just 
like if you wanted to warehouse some items through a commercial 
warehouse in a place, I don’t know that you would make a long-term 
written agreement cover ng that. If you wanted to have a warehouse 
receive cases of, say, canned food and you wanted to redistribute that 

canned food to a grocer, you would simply pay the warehouse so 
many cents a case for the warehouse. 

Senator O’Manonry. What bothers me about it, Mr. Jennings, 1s 
this. If it is not written down, then you have to hold a seminar every 
time there are some more people coming in to do the thing. 

Mr. Scorr. It is a routine operation. Maybe we should write it 
down, and we could bring it down here, but I don’t think we have it 
written now. It is not that complicated. 

Senator O’Manoney. Please bring down what writing you have, 
will you? 

Mr. Jenntnos. All right, we will look it up and give you some infor- 
mation. 

(The material referred to may be found in the appendix.) 

Senator O’Manoney. The reason that I ask this question is because 
I remember what was done by the Swedish Government some years ago. 
The oil companies operating over in Europe at that time had a cartel 
agreement. The Swedish Government did not like it because they 
regarded it as price fixing, and it was causing the consumers to pay 
more than should have been paid because there was no real competition. 

Meetings, as I recall, were held in London. If London is not a 
proper setting, my memory fails me, but I can get that record. It was 
held someplace. Some steps were taken by the Government, and the 
companies, thereafter abandoned written agreements. They held 
their meetings. They fixed territory in which to operate. They had 
a general understanding of what the prices would be. 

The whole thing was reduced to writing, but nobody signed the 
writing, so that there was no evidence. This all comes down to this 
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whole question of whether we are going to import, together with 
Venezuelan oil and Middle East oil into the United States, the cartel 
arrangements of Europe. 

Mr. JennrNGs. I appreciate your reasons for the question. We will 
give you what we have on it, Senator. 

I can assure you this relates purely though to the business of putting 
stuff through a terminal. 

Senator O’Manonery. Now that I have got to importation, may I 
ask do you think the United States will have to adjust itself in the 
future if we avoid world war to the importation of foreign crude for 
the maintenance of industry and the pleasure of its people? 

Mr. Jenninos. You say we will have to import foreign crude; is that 
your question ? 

Senator O’Manoney. We will have to depend upon the importation 
of foreign crude. You of course are aware of the long controversy 
we have had? 

Mr. Jennrnos. Oh, yes. 

Senator O’Manonry. We have written it into law in the Trade 
Agreements Extension Act that imports shall be held down by the 
Government. 

The Government has taken no action. Imports have been coming in. 
Foreign oil can be produced much more cheaply in foreign countries 
than it can in the United States. Independent producers in the United 
States are fearful that their business will be injured because of the 
importation of this oil, so I am merely asking you as an expert of one 
of the big companies whether you believe we have got to depend in the 
future upon imported oil from these foreign countries where the cartel 
arrangements have at least in the past been followed. 

Mr. Jenninos. I wish you had not included that last observation, 
Senator. If you strike that, I will be glad to answer your question. 

Senator O’Manoney. I will strikeit. It is in our minds. 

Mr. Jennrnes. Any kind of prediction is hazardous, but I don’t 
hesitate to say that it is my personal view that in the not too distant 
future we will find it impossible to produce in this country as much 
oilas we want toconsume. That is my personal view. 

Senator O’Manonry. Are you aware of the fact that the National 
Petroleum Council back in 1953 appointed a committee composed 
exclusively of oilmen who filed a recommendation that the synthetic 
fuel program of the Bureau of Mines should be abandoned? I think 
I said 1953. It ought to be 1955. The National Petroleum Council 
Committee said: 

We will have no more development of the synthetic fuel business in the United 
States unless it is done by the big oil companies. 

Are you aware of that ? 

Mr. Jenninos. I would like to refresh my memory of precisely what 
that report said. I imagine you are referring to the National Petro- 
leum Council report. Is that the one ? 

Senator O’Manonry. I so said. I can read it, I think. It is here. 

Mr. Jenntncs. I don’t remember just how it was put, but I don’t 
think, Senator, there is any prejudice against the concept of shale-oil 
production. 

I know, as far as our company is concerned, about a year ago we 
bought a half interest in a big block of shale beds out there in Colorado, 
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and I think we feel that the time is approaching when shale oil will 
probably come into the picture. 

Senator O’Manoney. This is one of the paragraphs in the report 
of the National Petroleum Council’s Committee on Shale Oil Policies 
dated January 25, 1955, and signed by Mr. B. A. Hardy, Chairman, 
Committee on Shale Oil Policies: 

The Committee feels that the Bureau of Mines of the Department of Interior 
has conducted essential and valuable experiments in Colorado. Various com- 
panies are now engaged in experimental and development work on processes for 
recovery of oil from shale. They and others will undoubtedly continue to carry 
on work to the degree warranted by present and future circumstances. 

In the light of this fact, the committee feels that there is no need for further 
Government effort along these lines. 

Mr. Jenninos. I think that is right, and I think that recommen- 
dation, Senator, was based largely on what he says in there, on the 
technological aspects. 

I think it was the feeling of that Committee, if I remember the 
whole report—it was a fairly lengthy report—that the Government 
had developed the technology to a very appreciable extent, and that 
from here on out it looked as if the research work that the companies 
were doing in connection with the conventional processes for further 
refining oil, whether it is shale oil or conventional crude oil, that there 
wasn’t at that time, in the judgment of the Council Committee anyway, 
the need for the Government to pursue this work. 

Senator O’Manoney. What happened, of course, was that the 
Bureau of Mines demonstration plant ceased to function. It was 
working in connection with the naval oil reserve which had been set 
aside by the Government years ago, during the early part of this cen- 
tury, as a naval oil reserve. 

Since that time we have seen the German submarines sink about 111 
United States-flag tankers bringing oil from Venezuela during World 
War IT, and there doesn’t seem much prospect, if there should be a 
third world war, that the Middle East oil could escape the Soviet sub- 
marines which we are told are much more efficient and much more 
numerous than Hitler’s submarine fleet. 

The only development that has been done since the Bureau of Mines 
was called off has been done by one oil company, and that has been a 
very tiny experiment. Less than 2 months ago one of the officials of 
Union Oil came to Washington and asked for a 2714-percent deple- 
tion allowance. There is a law which grants a 15-percent depletion 
allowance on certain minerals, but it has never been definitely fixed 
what the measure of depletion would be in the case of shale, whether 
it would be the shale itself when mined or the crushed rock after it has 
been processed, or the oil after it had been refined, so that this gentle- 
man representing the oil company wanted the same depletion allow- 
ance as has been granted by law to petroleum. 

We are now no further along than we were. Development isn’t 
going on and we are facing a crisis. Captain Miller of the United 
States Navy showed this chart the other day to the Armed Services 
Committee of the House showing the estimated world reserves of 
petroleum at about 200 billion barrels, the United States reserves at 
about 40 billion barrels—those I think are the API figures—and he 
also testified that the reserves in the Middle East are a little bit over 
96 billion barrels. 
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There is a big column there showing that oil-shale reserves are 
about a trillion barrels of oil. I have the feeling that we shouldn’t 
have any delay about the development of that, and I wonder if your 
feeling is that they wanted to hold back this development in order to 
foster imports. 

Mr. Jenninos. I don’t think there is anything to that, Senator. 

Senator O’Manoney. That would not be your position ? 

Mr. JENNINGS. It would not be our position. In fact, we would be 
glad to see further work done on this business of recovery of oil. 

Senator O’Manonry. Has Socony done anything on it? 

Mr. Jennines. We have done work experimentally and as I said 
before, we acquired a big block of shale out in Colorado against 
the time when it will come into the market commercially, and we 
think it will come before very long. 

We have also acquired some of those Athabasca tar sand properties 
up in Canada. That is a little different type of thing, but it is not 
too different. 

Senator O’Manoney. I am sure you can understand my feeling. 

Mr. Jenninas. Oh, yes, I think you are right about it. 

Senator O’Manoney. That in view of the United States and all 
the world being in a great crisis, the result of which nobody can 
predict, we should lose no time in developing our natural resources 
which would help to defend us and help to maintain our industries. 

Mr. JenninGs. I quite agree, Senator. 

Senator O’Manoney. Without delay. 

Mr. JENNINGS. I quite agree. 

Senator O’Manoney. Are there any other questions? 

Mr. McHveu. Mr. Jennings, I believe you heard the testimony this 
morning of Mr. Davies in connection with the pricing practices of 
Aramco in the Middle East. 

Mr. Jennrnos. Yes; I did hear some of it. I couldn’t get it all. 

Mr. HcHwueu. Did Socony Mobil or your overseas affiliate increase 
the posted price for crude at Sidon? 

Mr. JENNINGS. Yes. 

Mr. McHueu. This was in December? 

Mr. Jenntnos. I forget the date. I guess it was December. 

Mr. McHven. Do you recall the amount of that increase? 

Mr. Jenntnos. I don’t. 

Mr. INcranam. Twenty-three cents. 

Mr. Jennines. Twenty-three cents. 

Mr. McHueu. Was that increase extended to any other areas? 

Mr. Jennies. Can I explain a little bit about that? 

You see, the price of oil at Sidon is always of necessity related to 
the price of oil in the Persian Gulf, and from the point of view of a 
fellow wanting to buy oil 

Mr. McHveu. What? 

Mr. Jenninos. From the point of view of a person wanting to buy, 
let’s say, Saudi Arabian oil, he always has a choice as to whether he 
wants to go to Sidon or whether he wants to go to Ras Tanura to 
pick it up, Ras Tanura being on the gulf. 

Now, the relative desirability of taking the oil at either of those 
points depends entirely on the tanker freight around the Arabian 
Peninsula, so that in general the Sidon price differs from the Ras 
Tanura price by what we call the tanker differential. 
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In other words, the additional freight that a person buying oil 
for, say, Europe 

Mr. McHveu. Can you tell us how much that is from Ras Tanura? 

Mr. Jenninoes. Yes; from Ras Tanura around into the Eastern 
Mediterranean through the Suez Canal. 

Mr. McHueu. What is the freight rate? 

Mr. Jenninos. It keeps varying, depending on what your tanker 
rates are, you see. We don’t attempt to follow these wild fluctuations 
in spot tanker rates. 

Mr. McHvueu. What is the tanker rate you are speaking of that 
determines this increase in price ? 

Mr. Jenninos. The tanker rate we are talking about, as far as we 
are concerned, we would consider what we call our company formula 
tanker rate which is the rate we use in doing our business with our 
affiliates and so on. 

Mr. McHveu. Is that the so-called London award ¢ 

Mr. Jennines. No,sir. It is not the same but it is not too different. 
We arrive at a tanker rate for company use which is really made up 
of two factors—one factor being the cost of operation of the ships that 
we own with some rate of return on that, and then the other part of 
the factor is what the spot rates are, you see. 

Now, the spot-rate component in that is 15 to 20 percent, something 
of that sort, and the 80 to 85 percent is represented by the long-term 
charter and definitely owned vessels. 

But as your spot rates go up, this company tanker rate also 
rises some. 

Mr. McHven. To the extent that that spot rate represents a 15- 
percent factor in your overall transportation ? 

Mr. Jennineos. Yes; and, of course, your long-term component also 

varies somewhat as the cost of building ships increases and the cost 
of operating ships increases, and there have been increases in that. 

Fuel-oil prices have been rising. Crews’ wages have been rising, 
the cost of repairs has gone up, stores, provisions, all that, so that 
increase at Sidon was essentially an adjustment to the higher tanker 

rates that have been developing, but it wasn’t based on these 250 
percent premiums that were paid after the Suez crisis. It wasn’t that 
kind of a rate. 

Mr. McHueu. At the time this 23-cent increase was posted at Sidon, 
can you tell us what the amount of the tanker rate was then from Ras 
Tanura to the eastern end of the Mediterranean ? 

Mr. Jenninos. I can’t out of my head but I can send you that infor- 
mation. I can give you our computations that resulted in that change. 

Mr. McHuenu. We would like very much to have that. If any of 
your people here happen to know it 

Mr. Jenninos. I am sure we haven’t got that data with us. We 
haven’t got anybody from our marine department with us, and they 
would be the ones that knew. 

But that’s essentially what it was, and it wouldn’t have had any 
bearing on the Ras Tanura price. 

As a matter of fact, the Saudi Government is now raising the ques- 
tion with us, with Aramco rather, as to whether they shouldn’t partici- 

ate in that spread that Mr. Davies explained this morning that exists 
erates the pipeline cost into Sidon versus the posted price at Sidon. 

That is under discussion now with the Saudi Government. 














1532 EMERGENCY OIL LIFT PROGRAM 


But. the original idea was to operate that pipeline pursuant to the 
tapline agreement and the wayleave agreement that was negotiated 
with the other countries through which the line passed, and not op- 
erate on a basis which would reflect this whole tanker differential, 
you see. 

As a matter of fact, the tanker differential keeps changing all the 
time, so we would have an awfully difficult time explaining it to the 
Saudis, if we ever get to that basis with them. 

Mr. McHoveu. Is this differential in your tanker rate from Ras 
Tanura to the eastern Mediterranean the same for the three other 
companies who own an interest in Aramco? 

Mr. Jenntnes. They would compute it themselves, depending upon 
what they regarded their costs as being, but it probably wouldn’t be 
very different. 

We are all using very similar ships, and I guess any of us caleu- 
lating a tanker cost would come up with about the same figure. 

Mr. McHvueu. As a matter of fact, you all post the same price, do 
you not, at the same time, for the same quality of oil at any given 
port f 

Mr. Jenntnos. That ends up that way; yes. You can’t sell oil at 
two different prices at the same place for very long any more than 
you can in a service station or anywhere else. It is a commodity. 

But usually what has happened when that Sidon price or any of 
those prices is changed, some fellow will post a modification of so 
many cents up or down and then another fellow will come along and 
post a somewhat different figure, depending on what his calculations 
are, and whichever one is the lowest, that is the one that we all have 
to come to. 

I don’t know whether that happened the last time at Sidon or not. 

Mr. Scorr. It has happened. 

Mr. Scuipr. It is the usual practice. 

Mr. McHueu. Were there any other factors that account for the 
23-cent increase on December 8 other than the change in tanker rates? 

Mr. Jennrnos. You mean that affected the Sidon price? 

Mr. McHvueun. Yes. 

Mr. Jennrinos. So far as I know there was none other; no, sir. 

Mr. McHven. I wonder if you would furnish for the committee 
the calculations which you made indicating increase in tanker rates 
which resulted in this 23-cent figure ? 

Mr. JenNtNGS. We will be glad to do that. 

Mr. McHven. Do you have any opinion concerning what the effect 
will be on the Ras Tanura posted price when the canal is opened ? 

Mr. Jenninos. Let me put it this way. It will be at least a year 
before the Iraq pipelines can operate at full capacity, and it is exceed- 
ingly doubtful that the canal will operate at full capacity at least 
initially. 

We just don’t know on that point. But the fact that the Iraq 
lines will be down, I mean they won’t augment much over their present 
200,000-barrels-a-day operation for several months, suggests to me 
that there is going to be a shortage of tankers at least through the 
next 12 to 14 months. 

And so long as there is a shortage of tankers to lift Persian Gulf 
oil, there is going to be relatively a surplus of Persian Gulf oil; do 
you see what I mean? 
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So I would not personally expect the prices in the Persian Gulf 
to go up until such time as the situation is fully restored, and even 
then I don’t know what will happen. 

They could go up, they could go down. But the opening of the 
canal is not going to restore things to normal, if only for the reason 
that the Iraq pipelines are still going to be short roughly 300,000 
barrels a day of their normal throughput. 

Mr. McHueu. In addition to the information requested with ref- 
erence to the 23-cent increase December 8, I wonder if you would 
furnish for the committee at the same time, or possibly you could 
answer it now, just what the calculations are when all the considera- 
tions are taken into account, in setting the posted price on that date? 

I am speaking not only of the factors going into the increase but 
just what the method is of arriving at the posted price initially. 

Mr. Jenninos. I don’t think we know ourselves. It is essentially 
a matter of judgment. We make a lot of calculation on it, but you 
can’t predetermine by calculations the precise commercial price. 

Mr. McHveu. Is it based on any sort of a formula for calculations 
of price? 

Mr. Jennrinos. The situation has been awfully fluid. Of course, the 
great problem is really where prices might reasonably be expected 
to equate in different areas of the world. 

Our thinking has been that Western Europe, which is an area that 
can draw either from the Caribbean or from the Persian Gulf, is per- 
haps a place where economics would suggest that the laiddown costs 
of these things would equate. But there are always things happening 
that change that. 

Mr. McHueu. My understanding is this then, that the price which 
you post at the eastern end of the Mediterranean is determined to a 
large extent with reference to, as you say, equating the laiddown 
price in Western Europe? 

Mr. Jenninos. It has been in the past. I don’t know just what 
our thinking would be right now. Everything is so mixed up now 
that it is pretty hard to figure out any logical economics. 

You see, we have got all these shipping arrangements that are so 
disrupted. Europe is taking a disproportionate amount of its oil 
now t rom the West as against what it normally would do. 

Mr. McHucn. When you speak of equating this laiddown price in 
Western Europe, you mean from the gulf? 

Mr. Jenninos. Gulf or Caribbean; yes. 

Mr. McHvueu. I would just like to read you a telegram submitted 
and made a part of a report by the Federal Trade Commission which 
reads, on page 363, as follows: 

As Eugene Holman, president of Standard Oil Company of New Jersey ex- 
plained it “our announced f. o. b. prices for crude supplies at the eastern Medi- 
terranean or Persian Gulf.are equivalent to the Caribbean price for crude plus 
freight at published United States Maritime Commission rates from the Carib- 
bean to Western Europe less freight on the same basis from either the eastern 
Mediterranean or the Persian Guif depending on the supply point to Western 
Europe.” 

Would you say that represents a fairly accurate description of the 
manner in which you calculate prices to this area ? 
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Mr. Jenntnos. Yes; I would think it does. In other words, when 
I use the term “equating,” I guess that really says about the same 
thing as that says. 

But where that might be logical at one time and under a given set 
of circumstances, it might not be logical another time. 

In general, these things operate, I think, to set ceilings as much as 
they do to determine a precisely correct price. It is not an easy ques- 
tion to decide. 

Mr. McHveu. But in general this suggestion is that the formula, if 
there is one, under any given circumstances, would be Caribbean or 
gulf price plus transportation to Europe less the transportation to the 
Middle East ? 

Mr. Jennines. That would certainly be the limit beyond which you 
couldn’t set a price because otherwise anybody buying oil would go 
to the place where he could obtain the cheapest laiddown supply. 

Senator O’Manonery. How would that limit be enforced ? 

Mr. Jenninos. Just through economics. 

Senator O’Manoney. Just by the law of supply and demand? 

Mr. Jenntnos. Yes; economics. It would be supply and demand in 
the sense that if there wasn’t any available supply from the cheapest 
source, you obviously wouldn’t be able to get the oil. 

But in the case I am citing, a refiner, let’s say, in England, if he 
could obtain oil from the Caribbean with the going rate of freight laid 
down at his refinery in England more cheaply than he could oil from 
the Perisan Gulf with freight, why he would obviously insist on tak- 
ing the Caribbean oil; wouldn’t he? That is what I mean by eco- 
nomics. 

Senator O’Manonry. I have heard a good deal said about the play 
of economic forces in this hearing, how they are supposed automati- 
cally and without intervention by Government or by agreement among 
i companies to determine what the customers have to pay for the oil 
they get. 

I have in my hands a list supplied to the committee by Socony Mo- 
bile Oil Co., Inc., of the various domestic and foreign subsidiaries and 
affiliates as of December 31, 1956. 

On this list of 234 subsidiaries, approximately 44 of them at a rough 
caluculation seem to have been chartered by 44 different foreign coun- 
tries. 

It reminds me of the fact that when I was at the Pentagon this morn- 
ing before this hearing began the Secretary of the Army told a group 
of Members of the Senate and of the House that the United States has 
troops in 72 nations from the Arctic to the jungles of the equatorial 
regions. 

They are training foreign troops in every conceivable method of 
warfare and our petroleum companies likewise operate throughout the 
world. 

Some of these charters that you have have been issued by countries 
like Rumania behind the Iron Curtain, some by Czechoslovakia, some 
by some of the other countries. 

In some of these the percentage of ownership was given. Arabian 
American Oil Co., of course, starts with 10 percent. Colsag Corp., 
which in turn has 3 subsidiaries, a transportation company, a petro- 
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leum company and the South American Gulf Oil Co., are either 100 
percent owned by Socony or 99*°/;o0. percent owned, 

Here is a company, Kettleman North Dome Association, a Cali- 
fornia corporation, in which you have a participating interest of 
2225/99 percent, and another 129% 9 percent, another 20, another 50, 
another 40 and another 3 and another, this is the Industriekreditbank, 
A. G. Dusseldorf, Germany, your participating interest there is five 
one-hundredths of 1 percent. 

In the Societa Congolaise d’Entreposage des Produits du Petrol, 
your percentage of ownership is 13 percent. 

In most of them you have 100 percent. Does not this list of per- 
centages indicate on its face that Socony is associated throughout the 
world with a number of other companies engaged in this business ? 

Mr. Jennineas. It does in some cases. 

Senator O’Manonry. Wherever you have a percentage interest. 
For example, in Aramco you have 10 percent. Three other big com- 
panies have 30 percent each. We all know that. 

Let’s take one of these just at random. Here is a subsidiary of 
Standard-Vacuum Oil Co. It is called E Moleum (Australia) Ltd. 
Your percentage is 9.34. Who are the other interests in that com- 
pany ? 

Mr. Jenninos. I don’t know that. 

Senator O’Manoney. Here is the Frome Broken Hill Co., Ltd., of 
Australia. There you have 3314 percent. 

Mr. Jenntnos. I wouldn’t have information on those, Senator. 

Senator O’Manoney. It is generally understood that any stock- 
holder who owns 3314 percent of any company actually has control 
of it. You have placed it here among the subsidiaries. 

Mr. Jennincs. That is a subsidiary of the Standard Vacuum Oil 
Co. 

Senator O’Manoney. Yes; Standard Vacuum Oil Co. 

Mr. Jennings. They have knowledge of that. I personally do 
not. There are a lot of our companies in which we own interests di- 
rectly that I don’t have knowledge of either. 

Senator O’Manonry. Here we have in Madagascar, Societe d’En- 
treposage d’Hydrocarbures, 20 percent. Who is associated with you 
there; you don’t know? 

Mr. Jenninos. No. 

Senator O’Mauoney. In Japan—I can’t pronounce it, I will spell it. 
T-o-a N-e-n-r-y-o K-o-g-y-o K-a-b-u-s-h-i-k-j K-a-i-s-h-a, 55 percent. 
‘There you own the majority. What is that? 

Mr. Jenninos. That again is a Standard Vacuum subsidiary but I 
have heard of that company, and I think the other half of that is 
Mitsui. I think it is one of those Japanese financial groups that 
owns the other part of that. 

Senator O’Manoney. The point I am making merely is that this list 
on its face shows the widespread, worldwide character of your asso- 
ciations; does it not? 

Mr. Jenninos. There is no doubt about that. 


Senator O’Manonery. These charters are issued by foreign govern- 
ments? 
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Mr. Jenninos. That is right. 

Senator O’Manonery. Forty-four of them apparently. 

Mr. Jenninos. Yes. 

Senator O’Manonry. Then the others are issued by States of the 
Union. 

May I ask you the same question I asked the president of Standard 
of New Jersey, Mr. Rathbone, how many of these are paper compa- 
nies ¢ 

Mr. JenninGs. I can’t answer that question. I don’t know. 

Senator O’Manonery. Do you have any paper companies ? 

Mr. Jennines. You mean by that companies that are inactive? 

Senator O’Manonry. Yes. 

Mr. Jennineos. I think we have; yes. The Rumanian company, 
for example, is inactive. 

Senator O’Manonry. What was that? 

Mr. Jennines. That company you mentioned in Rumania is a 
case in point. That is nothing but paper. In fact, I don’t know why 
we keep it in the file. 

Mr. Scorr. It was active at one time. 

Mr. Jennrines. That is behind the Iron Curtain and all washed up. 

Senator O’Manonery. Oh, yes, but do you have paper companies to 
be used when the occasion demands ? 

Mr. Jennrnes. I don’t think we have. 

Senator O’Manoney. I saw a story in the newspaper the other day 
about Jim Hoffa of the teamsters union and it said that he had a lot 
of paper unions with no members. 

Mr. Jenninos. The teamsters union is not a minority or a majority 
participant with us in any of those affiliates. 

Senator O’Manoney. I didn’t even intimate that, and I will say 
that apparently the teamsters union has been imitating the practice 
of the oil companies in having paper organizations to be used when 
the emergency arises. 

Now, I wonder, in the light of that, how do you think the Congress 
of the United States can really exercise its constitutional power to 
regulate commerce in the interest of the public when it has to deal 
with organizations of this kind? 

I am not going to take any more time because they are calling me 
to the floor. 

May I hand this to you, Mr. Jennings, and ask you to identify it? 

Mr. Jenninos. I can’t answer that question, Senator. I will take 
a chance on it; yes. 

Mr. Scumipr. We submitted that. 

Senator O’Manoney. You are not taking any chances. That is it, 
isn’t it? 

Mr. Scumipr. Yes, sir. 

Senator O’Manoney. It will be entered as part of the record. 

(The list is as follows :) 
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Socony Mobil Oil Co., Inc., list of domestic and foreign subsidiaries and affiliates 
as at Dec. 31, 1956 





Percent- 
Domestic subsidiaries and affiliates | Stateorcountry of | age of 
incorporation owner- 
ship 





Arabian American Oil Co_.....-.--- ae | Delaware. _...._....--} 10. 00 
Colsag Corp. -----|-----d0 ees-esenan! 50. 00 
Catatumbo Transportation Co G6:..... 100. 00 
Colombian Petroleum Co . cs Gee Taboast 99.85 
South American Gulf Oil Co ae ee. | ee 100. 00 
Driveway Service, Inc -| New York__- Bade 50. 00 
General Petroleum Corp | Delaware 100. 00 
Belridge Oil Co st iviacoretinaniole cwasensiindn dalle? Mb Eee el 16. 99 
Felix Oil Co - i | Deh oot ada ey 112.91 
General Petroleum Co_--- Geanapeiny Ricans 6 Nevad: 100. 00 
General Pipe Line Company of California_._......-.--.--- | California_.- 100. 00 
Kettleman North Dome Association. .............-.-.-.--....-.-..].....do 55 1 22. 25 
Merritt Annex Oil Co___- _......--| Delaware - sos 93. 54 
Wilmington Gasoline Co- ----- wea : pica Recep Ae ces ede 100. 00 
Independent Oil Co., Inc., of Pennsylv ania__. SGbasecacace f = 75. 00 
Magdalena Oil Co Sei ia lot acids biprreirs asces iw cena tah ony eastondoun sagen eacaniaia tee ok a 100. 00 
Magnolia Petroleum Co ssins seaside soa a 6S od bs 99. 99 
Coastal Oil and Transport Co_____- 5 aes SLC 25. 00 
Houston County Timber Co...........----- osuceusauivakal ee f . 99, 97 
peagoos ine Line (0... 6 0-0.<.4-55.5<--- nviiomeeinhttadoea hy od ann 99. 99 
Safety Casualty Co__. pice ey hc co be cone ee ia 99. 92 
Mobil Crude Purchasing C 0., eae . Geeoaes Kansas ___ i wana 100. 00 
Mobil Oil Company De Colombia : ee Delaware ; 100. 00 
Mobil Oil Company Del Peru__-_-_- ba ; skins eb debian oe ; i 100. 00 
Mobil Oil Company of Qatar i alee paibiaies anal TLE PR odin ke dane 100. 00 
Mobil Oil Iran, Ine wk sits aes : sie | ade 3 100. 00 
Mobil Oil of Canada, Ltd_ ; ‘ ansaid ; aati . Wihinen tne : . 100. 00 
Socony Aleutian Oil Co- sas aecbpatinecacaes secoudhis = 100. 00 
Socony Canadian Oil Co-_-_- ‘ . sdititinatcaie acts pede 100. 00 
Socony Communications of Canada, “Ltd__ sicg td uoe a5 ieee eM. : 100. 00 
Socony Frontier Oil Co___. Dam taebebous sLéuneosawcsioa.| DOMINATE, = 100. 00 
Socony Northwest Oil Co__- = ‘ ae saben Rr eee 100. 00 
Socony Plains Oil Co_.___._--- sieioris ina pitacesaed 100. 00 
GIO FT Oe icin ir ins dnc nnn eos balan chiki t Adhd on i 7 xe 100. 00 
Socony Portage Oil Co_...--_- neues ; ate — ee 100. 00 
Socony-Vacuum Development Co-_--- aeunnee eke ‘ Este cbeeaaca ideo ah 100. 00 
Socony-Vacuum Oil Company of Cans ada, Ltd as 100. 00 
Socony-Vacuum Pipeline Company of C anada___.__. dea undkon. be 100. 00 
South Saskatchewan Pipe Line Co._________-- | : 50. 00 
The Island Development Co----__---___---- Sik ae es ees eta cguead 100. 00 
Mobil Overseas Oil Co., Inc._- cinoma dite 100. 00 
General Petroleum Co., Inc_- | New York..._.___- 100. 00 
TN ick iitewucttal 40. 00 
Mobil Oil Hellas A. E. Patreioume aha ge ane ols AE eer eee foe 10. 00 
Mobil Oil Tecnica de Chile, NI eS a a readies Chile.__- a 20. 00 
Mediterranean Refining Co ane _..----| Delaware { 50. 00 
Mobil Bunker Oil Ltd re ....-...| United Kingdom...-__! 100. 00 
Mobil Exploration Mediterranean, Inc_- r hae ........| Delaware el 100. 00 
Mobil Exploration P ortugal, Ine... ; -do-. 100. 00 
Mobil Marine Oil A/S Ss Me bind ac noted ad nee tas oi | Norway-- davmatl 100. 00 
Nor & Vacuum A/S. : a ead ae I sacvabe 50. 00 
Vestlandske Luftfart- -Selskap ae papeenicnn ipincp bina aeeteds Sead 2.00 
Mobil Oil AB Sweden.- = DSi ~ | Sweden. _. 100. 00 
Bensin-Palm AB Stockholm. OC EES aie eee ERLE eae ot 100. 00 
Vacuum Oil Company Aktienbolag.-- ‘ ere ee . i 100. 00 
Ce a i pee a ; a 46. 00 
OUTS GR Ti ssi a teen cetacean lee | French ‘Equatoria il 100. 00 
| Africa. 
Depots Ocean Congo... wince acto: a ge seek 10. 00 
Societe d’ Entreposage de Produits Petroliers._..._.--___- sai bernie lbai eae Lez 20. 00 
Mobil Oil Aktiengesellschaft in Deutschland --____.......__........| Germany aaa 100. 00 
Gewerkschaft Siegfried, Celle_..._.._.--- 3 ssesidiiniesedlioniancstiaead ws soa 100. 00 
Mobil Oil Export G. m. b. H__-.--.-..------ si aa beats 100. 00 
Mobil Oil Reederei G. m. b. H Stead wee | ‘ sie 50. 00 
Vacuum Oel Schiffahrt G. m, b. H-_--_-- sicisesta acca eee ek da tain 100. 00 
eo os wesvansniststirininiersiaianntidahedlioa anton 50. 00 
Mobil Oil G. m, b. H ae st Be sw ah, 100. 00 
Norddeutsche Mineraloelwerke Stettin G. m. b. H___-__-_____| | Poland... Oh iAvnstlbale 50. 00 
Oesterreische Mineraloelwerke G. m. b, H_____- | Austria. ....s. aad 50. 00 
Westoel G, m, b. H sdeiptcntinciagtinktdeieund Germany 4 100. 00 
Trieb-u. Schmierstoff—V ertriebs G. m. b. H., ‘Schwerin_ BOGS ot as : 2.00 
Allgemeine Verlags—G. m. b. H., Frankfort/Main.. eer. as ros 10. 00 
Industriekreditbank A. G. Dusse ‘Idorf. aoe inca alcatel asec ine de | 0. 05 
Bayerische Mineral-Industrie A. G- | Beaver. 2005 oi ot 3.00 
Gesellschaft zur Untersuchung von Bohrund Oelfeldeinrich- | Germany 
tungen m. b. H. | 
Oldenburgische Erdoelgesellschaft m. b. H., Oldenburg i. 
Oldbg. 
Gesellschaft fur Kernenergieverwertung in Schiffbau und 
Schiffahrt m. b. H., Hamburg. 


See footnotes at end of table. 
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Socony Mobil Oil Co., Inc., list of domestic and foreign subsidiaries and affiliates 
as at Dec. 31, 1956—Continued 


| 








| 

| Percent- 
Domestic subsidiaries and affiliates State or country of | age of 
incorporation | Owner- 
| ship 

pk a, — ae 

Mobil Overseas Oil Co., Inc—Continued | | 
en. oem onupnbewausaswakauwsemes | French West Africa -__| 100. 00 
ee  acrnrntneaemendnnenensend | NO Soo oe os | 100. 08 
NE Riise Oo nciicnnkndncsassebus tai ele ae cnoasa a etait | OMMNNRS Sa sek J 99. 85 
Conia teres an henwdsennwkreusapehbknes | French Cameroon 100. 00 
ee er ee on masons dutebwoesesodes | United Kingdom A 100. 00 
i a ni aie eleniainath SEE 100. 00 
Home Counties Petroleum Products, Ltd--.-...--......------ Laaiatawees | 50. 00 
NTE en enn ethan Sema tneees aes iiciternsdeiacsbee 100. 00 
Western Petroleum I iis beadin aon acinbainabre tog Sa 100. 00 
ee er SN bn co ekirenscnweccscctuscudes | Ireland 100. 00 
Vacuum Oil Co. (Ireland), iin debater Dednachanaciemen RETRO i ob anooe 100. 00 
as cictcemin auigireeiaeeeeib a do... ; 100. 00 
Mobil Oil Congo Belge-___- Ne cc neh | Belgian Congo - oe 100. 00 
Societa Ay ane dD’ Entreposage des Produits du Petrole Pease es ace we ss 13. 00 

(8. 4 j | 
Mobil on Cyprus, a als Cla a Se ai 100. 00 
Mobil Oil Danmark A/S- Search adsid hens eeckiekewtwe | Denmark. - - | 99. 95 
A/S Benzintanken Vinkelvej 16. ..do | 100. 00 
a Se annes OS kek. | 50. 00 
Copenhagen Storage Tee ee tats Ne aicin’ ae 50. 00 
i  cwneciemoniinwas SO ss 100. 00 
Rs so a do_. 100. 00 
Compania Espanola de Petroleos, aan do-_- .47 
Mobil Oil de Mexico, Sociedad Anonima---_-_.--_.-.......------ --| Mexico 100. 00 
Mobil Oi! do Brasil (Industria e Comercio) Ltda.?..._.......-..-- Brazil 60. 00 
Mobil Oil do Brasil (Servicos Tecnicos) Ltda.?_-_-_- do a4 85. 00 
Tee Te ee eto pcebeencoomeee Delaware - - 100. 00 
a ete ahankitenewneiin France 97,17 
Compagnie Industrielle des Petroles au Maroc______- ..| Morocco. _-_- 100. 00 
Compagnie Industrielle des Petroles de |’ one Occidentale__| French West Africa. _- 100. 00 
_ ee .| France 99. 82 
Mobil Oil Nord-Africaine______ selina estates lcci 88. 27 
Ste des Transports Petroliers par Pipe EA hart desea aisieaien coe 4.17 
Depot Petrolier de Mourepiane____-_-- ea i -| 11.35 
Mobil Oil Gibraltar, Ltd_____.__._.-- ep naiie erie taconite .| United Kingdom. -| 100. 00 
neon Ou Ger Const, dtd... 52... icin ata cela ghd | Gold Coast_...........| 100. 00 
Mobil Oil Hellas A. E. Petroleum Co--_._-_-_-.--- : | Greece _- 90. 00 
Mobil Oil Italiana 8. p. A Ee se oa oe | 100. 00 
Societe Immobiliare San Pietro__.___..__-..------------------- ots. et) 100. 00 
Mobil Oil Lebanon, Inc--__--- Kaecb epee .| Delaware __--__ | 100. 00 
Mobil Oil Nederland N. V_______- eee | Netherlands... 100. 00 
Mobil Oil Nigeria, Ltd Z ESL adie | Nigeria____ 100. 00 
Mobil Exploration Nigeria, SR REET II  BT | ee 100. 00 
Mobil Oil OY AB__-. , ; Ss | Finland__- 100. 00 
Mobil Oil Portuguesa --_-_-_-_-- a hahha ate neta alates ants ‘ | Portugal. . 99. 97 
Sociedade Portugal Marrocos__-_-_------ ; deeds ed 100. 00 
Empreza d. Navegacao Luso Marroquina Limitada___________| deers oe de 100. 00 
Sociedade Portuguesa de Navios Tanques Lda- --- i. Seon 8. 33 
Sociedade Anonyma Concessionarias da Rafinacas de Petroleos Sa cma ; 2. 98 

em Por tugal. 
Mobil Oil Sudan, Ltd_ vt ip dated nian a hikekodendienan axes | ee... | 100. 00 
Mobil Oil (Sw itzerland)__ 5 cial mE “ ..| Switzerland ___- | 99. 8& 
Mobil Oi] Tecnica de Chile, Ltda.2____-_____----.._-_--____- = ON clan edikn 80. 00 
Mobil Oil Turk Anonim Ortakligi__- Richman tcndeseskiascaadustieelascbeieidiencncameuell Turkey Rididandasin 100. 00 
I noualineipnicuandsesaiuiinsiele United Kingdom ae 100. 00 
Standard Fuel Oil Co., ee Reldeicbdeta ech aaruiaceakemeee ama ne on. ak cag 100. 00 
sc reirdinwnimelndiaiainda aa. ieee ast 100. 00 
Socony- Vacuum Oil aeyeny of Ne naan NG J. Sacce. cat 100. 00 
i SE ceeeicimtinitnheiaawobnanaamude | Canada. ---.--- : 100. 00 
Ultramar Petroleum ls et eg ens | Delaware-.--_-- icteed 50. 00 
i cain iio snus ean _.| Argentina =f 100. 00 
Ultramar Petrolera, Financiera e Inmobiliaria 8. A_____---___-}_-_-- PGA wii esaadduns 100. 00 
RIPLA Sociedad Anonima, Petrolera, Financiera, Inmobil- |._...do | 100. 00 

iaria, de Navigacion y Transportes. | 
ey TIED OO ok ccm wecdewnmananmons Bavaria. __ i A 90. 00 
I a em be llcrinesieiisiichenioin Raa aS cece ecus 51. 00 
nn cmreritle wine dined aacenahe essed Liberia__.....-.-. ae 85. 00 
a nicnemninmgin dais aabincinle |} Panama._-_---- pe 30. 60 
Monrovia Port Management Co., Ltd....................-.......- Delaware. _-.--.-- | 12. 50 
I ais reigi ea bd aaainnenedbwlwasteuleien SO 02. 36 
Sociedade Anonyma Concessionarias da Rafinacas de Petroleos | Portugal_-----.---- Rt 01. 75 

em Portugal. | 
TD OUOENEOE PEGE LIOis BIN... cc ntccnennseeanseocnanesdanink United Kingdom__-_-__| 05. 30 
I UD Es acc cea dmoklebinoebumcinnaaibe 2 ee 100. 00 
ES Be. ia a caikiee pap hemacenoacwmadaened = icaedakt 100. 00 
I re eal tame bn aiteapinn tian PERE doe ctawscbese cls 50. 00 
J eee a nited Kingdom _____- 23.75 
isang Petroleum Transport Co., 14d... .........--.--..5.55.-4% PER ickhrn dibwoewawatne | 100. 00 
eR INE, TAG 8. nc nce nceececncecneccsas (Re Wo cre tee 100. 00 


See footnotes at end of table. 
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Socony Mobil Oil Co., Inc., list of domestic and foreign subsidiaries and affiliates 
as at Dec. 31, 1956—Continued 


Domestic subsidiaries and affiliates 





Near East Development Corp.—Continued 
Basrah Petroleum Co., Ltd 
a I Ba os ed cn cvincen tincnccnsnetnsosante~ 

Societe Industrielle des Asphaltes et Petroles de Lattaquie 
(Syrie), S. A. 
I TN ia ie eee eas wionehaanbciminnala 
Petroleum Deve ‘lopment (Oman), Ltd. wisi cosesiacatica 
Petroleum Dev epee (Trucial Coast), BOA sons 5. badass ae 
Qatar Petroleum = Deiat 
Syria Petroleum Co., Ltd 

PR ROTI SE ava biccdicnon cictcnasanncenn 

Project Five Pipe Line Co---_- 

Socony Mobil Oil Company de Venezuela_- 

ee gS ee ee 

Socony Paint Products Co-_-.......-....-...-- bli tamer 

Standard Oil Cee - I CR sia eit Rsieig nce oe 

Standard-Vacuum Oil C 
Atlantic Union Oil a Pty. i Ltd- 
Australian Petroleum Co., Ltd 
Eastan Properties Corp_- 

E Moleum (Australia), Ltd. 
Frome Broken Hil! Co., Ltd_-_--- 
Gilbert and Barker Manufacturing Co. Proprietary, Ltd_- 
Island Exploration Co., Ltd__--- 
Korea Oil Storage Co 

Nihon Vacuum Oil Kabushiki Kaisha 
N. V. 
N.V. 
N.V 





Nederlandsche Nieuw Guinea Petroleum Maatsch: app'j 
Socony-Stantard-Vacuum Oil Co. Petroleum Maatschappij-| 
Stan ‘tard-Vacuum Petroleum Maatschappij_._.---..-_-- 
N. V. Standard-Vacuum Sales Co . ______-__----------- 
N. V. Standird-Vacuum T inkva*rt Maatschappij -- 
Oriental Trade & Transport Co., Ltd ce 
RINT INN i a eat omeueen 
Petroleum Shipping Co., Ltd 
Societe de Gestion du Depot d’Hydrocarbures de 7 
Societe d’Entreposage d’Hydrocarbures | 
8. A. R. L. | 
Standard Benzol Co., Ltd oc 
St: and: ard Oil Company of South Africa (P roprietary), “Saas 
Standard Senpaku Kabushiki Kaisha. 
Standard-Vacuum Oil Co. (East Africa), Ltd__-___- ze 
Standard-Vacuum Refining Co. (Australia) P roprietary, , Ltd 
Standard-Vacuum Refining Company of India, Ltd 
Standard-Vacuum Refining Company of South Africa Proprie- 
tarv, Ltd. 
Standard-Vacuum Transportation Co., 
Standard-Vacuum Oil Co. (N. Z.), Ltd 
Toa Nenryo Kogyo Kabushiki Kaisha__-___- 
Vacuum Oil Company of South Africa (P roprietary), Lea... 
Vacuum Oi] Co. Proprietary, Ltd_ ail 
Westchester Insurance Co. (Proprietary), Ltd_- 
Trans Arabian Pipe Line Co-- : 
Wadhams Oil Co. 
White Star Refining Co., 
Wyco Pipe Line Co. 
Compagnie Comme rciale des Petroles 
Iberian Tankers Co 
L. P. G. Appliances, 8. A- 
Mobil Oil Iraq, Ltd 
Mobil Tankers Co. (Liberia), 
Mobil Tankers Co., 8S. A- 
Naftaspol A. S 
aC Oe ccnwmngewmagies 
ee IEE Ht Gi Ia ton a reece cscnwncanunccvdcusnncthnecceuah 
Mobil Transportation iy BEE cenccnostannaweaswen 
ee tet mie ahieshicm oid maine mannmbaene ns 
NS Ba a ee a eee ee 
Standard-Vacuum of Jugoslavia, Inc__- 
Vacuum Oil Co. A. G 
Vacuum Oil Co. 
Vacuum Oil Co. 
Vacuum Oil Co. 
Vacuum Oil Co. 


‘amatav- 


iad: 


' 
' 


ite.. 





1 Participating interest. 
3 Partnership. 


90507—57—pt. 


| Netherlands 


Standard-Vacuum |- 


“Netherlands. 


State or country of 
incorporation 


United Kingdon_---.. 
do 


.do s 
Pennsylvania 
Delaware 

..do 
-do 
a aig 
..do 

_.do 
Australia 

.do = 
New York 
Australia 

_.do 
do 
do 

Delawa 


re 





Japan 


Indonesia 
Netherlands 


| Indonesia 


Netherlands 
Canada. - 

Delaware _- 
Panama._._- 
Madagascar. 


United Kingdom 


| South Africa__ 
| Japan 


East Africa. _- 
Australia___ 
India__- 5 
South Africa_- 
United Kingdom... 
New Zealand 
Japan 
South Africa... 
Australia__- . ; 
South Africa. __- debadl 
Delaware __ 
Wisconsin_. 
Delaware -_- 
IAS as Dice we 
Rumania 
Liberia_- 
Panama........- 
Iraq 
Liberia 
Panama. : 
Czechoslovakia 
Austria 
United Kingdom 
do_. i 


| 
| 
sa = | 
| 


Poland 
Yugoslavia_- 
ee 
Czechoslovakia__-_- 
Hungary .-- 
Poland____-- 





Rumania 


Percent- 
age of 

owner- 
ship 


. 00 
. 00 
00 
. 00 
00 
00 
00 
00 
. 00 
00 
. 00 


00 
09 
00 
00 
. 00 
00 
. 00 


00 
00 
. 00 
00 
00 
00 
00 
. 00 
. 00 
. 00 
100-00 
100-00 
100-00 
100-00 
100-00 
100-00 
100-00 
50-00 
100-00 
100-00 
20-00 
97-81 
100-00 
100-00 
100-00 
100-00 
100-00 
100-00 
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Senator O’Manoney. The next meeting of this committee will be 
held tomorrow morning at 10 in this room. 

(Whereupon, at 1:05 p. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, March 22, 1957.) 





EMERGENCY OIL LIFT PROGRAM AND 
RELATED OIL PROBLEMS 


FRIDAY, MARCH 22, 1957 


Untrep States SENATE, SUBCOMMITTTEE ON 
ANTITRUST AND MONOPOLY OF THE COMMITTEE ON THE 
JUDICIARY AND SUBCOMMITTEE ON PusB.iic Lanps 
OF THE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators Kefauver (chairman), O’Manoney (presiding), 
and Neely, of the Subcommittee on Antitrust and Monopoly of the 
Committee on the Judiciary. 

Senators O’Mahoney (chairman), and Carroll, of the Subcom- 
mittee on Public Lands of the Committee on Interior and insular 
Affairs. 

Also present: Donald P. McHugh, cocounsel, Antitrust; James 
De Maras, Jr., research consultant, Public Lands; Gareth Neville, 
assistant counsel, Antitrust; W. 8B. Watson Snyder, consultant, Anti- 
trust: Peter Chumbris, counsel for minority, Antitrust; Dr. John M. 
Blair, chief economist, Antitrust; and Carlile Bolton-Smith, counsel 
to Senator Wiley. 

Senator O’Manoney. The committee will come to order, please. 

The witness this morning will be Mr. Lowell M. Glasco, of the West 
Coast Pipeline Co., who has with him his attorney, Mr. Graham 
Morison. Mr. Morison is well known to the committee. He was for- 
merly Assistant Attorney General in the Department of Justice. 

Will you gentlemen both come forward, please ? 


STATEMENT OF LOWELL M. GLASCO, VICE PRESIDENT, WEST COAST 
PIPELINE CO.; ACCOMPANIED BY WILLIAM W. STUDDERT, PRES- 
IDENT, STUDDERT ENGINEERING CO., MIDLAND, TEX.; AND H. 
GRAHAM MORISON, COUNSEL 


Senator O’Manoney. Mr. Glasco, will you identify yourself for 
the record, please? 

Mr. Guasco. I am Lowell M. Glasco, from Dallas, Tex. 

Senator O’Manoney. Will you tell us of your present and past 
affiliations ? 

Mr. Guasco. All right. 

I am vice president of the West Coast Pipeline Co. 

Senator O’Manoney. How long have you been associated with that 
company ¢ 
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Mr. Guasco. The West Coast Pipeline Co. was organized in 1950, 
but I have been working on this pipeline project since 1943. 

Senator O’Manoney. How long have you been engaged in the oil 
business ? 

Mr. Guasco. Oh, for 20 years. 

Senator O’Manoney. Is Mr. Morison going to testify with you? 

Mr. Guasco. Yes, sir. 

Senator O’Maunoney. Mr. Morison, will you please also identify 
yourself for the record ? 

Mr. Mortson. Yes, Mr. Chairman. 

I am H. Graham Morison, an attorney of this city. I represent the 
West Coast Pipeline Co. 

Senator ancien. Will you state your former affiliations? 

Mr. Morison. I was formerly the Assistant Attorney General in 
charge of the Antitrust Division. 

Senator O’Manoney. How long did you hold that position? 

sce Morison. From the end of 1950 until 1952, sir, when I re- 
signed. 

Mr. Guasco. Mr. Chairman, I have Mr. Studdert with us, who 
would like to discuss the military aspect of this project. 

Senator O’Manoney. Yes. Will you identify yourself? 

Mr. Sruppert. Yes. My name is William W. Studdert, from Mid- 
land, Tex. I have an engineering company by the name of Studdert 
Engineering Co., specializing in pipeline design. 

Senator O’Manonry. Proceed, Mr. Glasco. 

Mr. Guasco. Mr. Chairman and members of the committee, my 
name is Lowell M. Glasco. I am vice president of the West Coast 
Pipeline Co. I am very glad to have this opportunity to appear be- 
fore you and tell you of our efforts to build a crude-oil pipeline from 
the Permian oil basin in west Texas and New Mexico to the Los 
Angeles area on the west coast. We think our story has a vital rela- 
tionship to the subject of your inquiry. 

I have been advocating this pipeline project for almost 15 years. 
West Coast Pipeline Co. was formed in 1950 expressly for the purpose 
of building it. 

This pipeline would serve two essential purposes : 

First, it would contribute to the national security by providing a 
strategic link in our oil-transportation system for use in time of 
emergency or war. 

Second, it would strengthen our peacetime economy by providing 
an economical means of moving oil from the surplus producing areas 
of Texas to the deficit areas of the west coast. 

We believe that the merits of the project are overwhelming. Never- 
theless, it has thus far been blocked and frustrated at every turn. 
The reason, we think, lies in the simple fact that it would be an inde- 
pendent pipeline, not owned or controlled by the major oil companies. 

Our company is owned by about 50 independent oil producers in 
the west Texas area who wish to provide an outlet for their oil, and 
that of other producers in the Permian basin area. The chairman of 
the board of the company is Mr. Bert E. Hull, of Dallas, Tex., the 
former president of the Texas Pipeline Co., a subsidiary of the Texas 
Co., and the man largely responsible for the construction of the Big 
Inch and Little Inch pipelines in this country and one of the major 
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crude pipelines in Saudi Arabia. The president of the company is 

Mr. John B. Mills, a businessman of Phoenix, Ariz. 

a Chairman, there is a little matter here which pertains to Bert 
ull. 

When we employed Mr. Hull, the Texas Co., or Aramco had given 
him bonus for the work he had done in Saudi Arabia, but he had 
retired from the Texas Co. 

When they found out we had employed him to go work on the 
West Coast Pipeline Co., the Texas Co. notified him unless he resigned 
from the West Coast Pipeline Co.—and he was very important to us 
because he knew how to build pipelines; a very capable person—they 
notified him if he did not resign from the West Coast Pipeline Co. 

they were going to withdraw the bonus they had given him for 
building the line in Saudi Arabia. 

So we had a director’s meeting and told Mr. Hull that we would 
guarantee that he would get the $50,000 coming to him. 

Of course, that is a minor incident, but it shows to you the pattern, 
how they have done everything along the line to interfere. 

Senator O’Manonry. On what basis do you make that statement ? 
Mr. Guasco. Well, it partly shows up the monopolistic feeling 
Senator O’Manonry. I am trying to find out how you know about 





it. 

Mr. Grasco. How I know about it? 

Senator O’Mauoney. Yes. 

Mr. Guasco. Well, he told us that was what had happened, and 
our lawyer wrote letters to them, telling them they were to abide 
with their- 

Senator O’Manonry. Where is Mr. Hull now? 

Mr. Guasco. He is in Dallas. 

Senator O’Manonry. Would he testify to what you say ? 

Mr. Guasco. Well, sure; yes, sir, but that is just one of the incidents, 
one of the roadblocks, which was a serious roadblock to a bunch of 
people who really needed the experience he had. 

Senator O’Manoney. Is he staying with your company ? 

Mr. Guasco. He is now chairman of the board of our company. 

Senator O’Manoney. He is now? 

Mr. Guasco. He is now; yes. 

Senator O’Manonry. I consider this a very important statement. 
I think it would be very desirable to have Mr. Hull here. 

Mr. Guasco. All right. 

Our plans call for the construction of a 30-inch pipeline with an 
initial capacity of 175,000 barrels a day and an ultimate capacity, 
with additional pumping stations, of 450,000 barrels a day. 

I would like to describe briefly the economics which impelled this 
group to undertake this project. These are the basic facts: 

There is a market for crude oil in California. It has been estab- 
lished that California production can no longer meet west-coast de- 
mands for crude, and that there is a growing gap between supply and 
demand. This gap is now being filled by imports from foreign coun- 
tries. These imports averaged “50, 000 barrels a day in 1954 ‘and had 


grown to approximately 200,000 barrels a day by the end of 1956, an 
increase of 300 percent. 
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There is shut-in oil in west Texas and New Mexico of approxi- 
mately 1 million barrels per day. This production is shut in for lack 
of access to markets. There is now no crude-oil pipeline between 
these Texas-New Mexico fields and the west coast. 

Crude oil could be transported from west Texas to the Los Angeles 
basin through a pipeline at a cost far below the cost of shipment by 
ocean tankers. 

Now, if we could get the capacity of this line, and there are 200,000 
barrels a day that are going to the west coast now through import, 
we would be able to reduce that tariff out there from 50 cents to 25 to 
30 cents a barrel, if we had that much capacity through the line. 

Furthermore, the yield of the higher gravity, sweet crudes of west 
Texas and New Mexico, when processed through refineries in Cali- 
fornia, will be substantially greater than the yield realized in the 
refining of the heavier California crudes. 

Senator Neety. If I may interrupt 

Mr. Guasco. Yes, Senator. 

Senator Nrery. Let me come back to what you just said. You mean 
that you could transport that oil to the west coast for 25 cents? 

Mr. Grasco. Yes, Senator; if we had 200,000 barrels a day, which 
is less than half the capacity of the line, we would be able to transport 
crude oil to the west coast from the Permian basin area at a cost of 
- to 30 cents a barrel. Now, that is just half the capacity of the 
ine. 

Senator Neety. Did you say where Mr. Hull is now ? 

Mr. Guasco. He is the retired president of the Texas Pipeline Co., 
but he is interested in pipeline facilities. He is still chairman of 
the board of our company. 

Senator Neery. Thank you. 

Mr. Guasco. In our opinion, these facts furnish a convincing eco- 
nomic justification for our proposed pipeline. We believe it so 
strongly that we have been, and still are, willing to put up more than 
$22 million to provide the equity capital—some 20 percent of the 
total cost. However, it is necessary for us to borrow the remainder 
of the cost, and that is where the major oil companies have put on the 
squeeze. 

We were advised by private financial institutions that in order to 
obtain funds from them it would be necessary for us to get com- 
mitments from west coast refiners to take or purchase a minimum 
amount of oil at the terminus of the line to assure payment of the 
loan. We undertook to do this. 

Senator Neety. Who owns those refineries? 

Mr. Grasco. The major oil companies own the majority 
speaking of the west coast ? 

Senator Neety. Yes. Will you identify 3 or 4 of them? 

Mr. Guasco. Texas Co., Shell, General Petroleum, which is Jersey, 
and Wilshire—and, of course, Wilshire is an independent refinery out 
eeenannnns of California, and the Texas Co., and Union Oil 

0. 

The company contacted all of the major oil companies on the west 
coast and most of the independent refiners, seeking to secure com- 
mitments to take this oil to meet the ever-increasing deficit in Cali- 
fornia. Six of the seven major integrated companies flatly turned the 
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company down, even though they were invited to participate in the 
project as stockholders. 

Mr. McHueu. I wonder if you would name for us those six major 
companies. 

Mr. Guasco. All right; just a minute. 

Standard of California, Richfield, Texas, General Petroleum, Union, 
Shell, Tidewater. 

Mr. McHvuen. Thank you. 

Senator O’Manoney. Proceed. 

Mr. Guasco. Some of the independent refiners stated that they 
would like to take part of the oil if the line was built. 

As this situation unfolded, it became apparent that the only hope 
of building this vital pipeline by anyone who was not a part of the oil 
monopoly was to obtain some form of Government assistance. Spe- 
cific provision for aid to projects of this kind is provided for in the 
Defense Production Act of 1950, as amended. A Government loan or 
a guaranty of a private loan can be given upon a finding by the Office 
of D.fense Mcbilizaticn that the facility is essential to naticnal defense. 
The authorization is made by the issuance of a certificate of essen- 
tiality. 

The company made application to the Government for such a certifi- 
cate, with detailed engineering and economic exhibits. This appli- 
cation was filed in December 1953, and is still pending. The com- 
pany has had no hearing and very little opportunity to present argu- 
ment in support of its application. However, a subcommittee of the 
House Armed Services Committee did inquire into this situation in 
1955 and 1956. Only then dd the officials of the Government, includ- 
ing the Defense and Interior Departments and the Office of Defense 
Mobilization, attempt to justify their failure to grant the certificate. 

In those same hearings, representatives of the major oil companies 
appeared in opposition to this pipeline and assigned the same reasons 
why it should not be built as those given by the representatives of the 
Government. 

They said that the west coast oil deficit was not serious; that all 
the oil required for peace and war could be obtained by increasing the 
production of California wells and the Elk Hills naval reserves or, 
by drilling offshore wells, and by importing oil from western Canada. 

Several members of the House subcommittee felt that a pipeline 
from Texas to the west coast was important for defense purposes, and 
they were not persuaded by the presentation of the Government agen- 
cies and the oil companies that 1t was not a matter of military neces- 
sity. However, the subcommittee concluded that they should not 
substitute their own judgment for that of the Government’s oil experts 
and the military. Accordingly, they limited themselves to saying 
that the matter should be kept open for further study in the light of 
future developments. 

Although those hearings were concluded less than a year ago, the 
march of events has already demonstrated basic fallacies in the case 
presented by the Government agencies and the oil companies. In 
fact, officials of various major oil companies have recently made state- 
ments which in effect repudiate the reasons previously given for 
denying this application. 
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I would like to comment briefly on some of the developments in the 
light of the earlier testimony. 

1. Oil deficit: The west coast oil deficit has now risen to 200,000 
barrels a day and will continue to rise. 

Senator Neety. That 200,000 barrels a day ; how is that made up? 

Mr. Guasco. By importing oil from foreign countries, foreign oil. 

Senator Neety. From where? 

Mr. Guasco. Canada, Venezuela, the Middle East, Persian Gulf oil. 

2. Elk Hills Oil Reserve: This committee is aware of the request 
recently made by Standard of California to the Navy for permission 
to draw oil from that reserve and the swift denial of that request. 

In addition, representatives of the Navy Department testified before 
the House Committee on Interior and Insular Affairs in April of last 
yore that they intended to begin drilling operations on Government 
ands in California to seek additional oil supplies because oil reserves 
on the west coast were short and because of a serious defense need for 
oil on the west coast. 

These Navy people indicated that the Navy’s oil reserves in Cali- 
fornia were not adequate for its needs, that industry would not have 
enough, and that the west coast is an oil-short area in a strategic 
location. 

3. Canadian oil supply: The president of General Petroleum Corp. 
testified before the Armed Services Committee in 1955 that Canadian 
oil was the best answer to the west coast oil deficit. But when Con- 
gressman Pelly, of the State of Washington, recently took the west 
coast major oil companies to task for the sharp increase in fuel-oil 
prices in his area, despite their publicized assurances of the avail- 
ability by pipeline of great supplies of oil from Canada, this same 
company replied by stating that the price increase of fuel oil was quite 
reasonable coe the importation of Canadian crude had not in- 
creased the overall supply of oil on the west coast but had “merely 
assisted in supplementing a growing deficiency of California oil.” 

4. Possibility of increasing California production: James W. Foley, 
president of the Texas Co., testified last month before this committee 


that: 
There are not sufficient crude supplies on the west coast to meet the demand— 
and stated that this shortage was “chronic.” He also stated: 


California has not been able to step up their production from their domestic 


wells in order to keep up with the demand for petroleum products west of the 
Rockies. 


Finally, he said: 


They cannot find enough crude in California to meet the demand. They have 
drilled and drilled, and they can’t keep up with the demand. In fact, production 
is slightly declining, while the demand is going up rapidly. 


Charles S. Jones, president of Richfield Oil Co., stated in 1954, as 
follows: 


California has produced 10 billion barrels of oil. I sincerely believe that excess 
rates of production * * * followed in producing that 10 billion barrels of oil re- 
sulted in the waste of another 10 billion barrels—waste in the sense that it can- 
not now be recovered— 
by the methods now employed. Mr. Jones subsequently announced in 
1956, in keeping with his previous statement, the intention of his com- 
pany to seek strict conservation laws in California so as to reduce the 
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high rate of production which, as he had previously stated, resulted 
in such staggering waste. 

5. Offshore drilling: So far as the record shows, no significant oil 
supply has been found as a result of offshore drilling. 

6. Need for more oil facilities: Mr. B. Brewster Jennings, chair- 
man of the board of Socony-Vacuum Oil Co., Inc., stated just last 
month with reference to the Middle East crisis: 

Big as oil consumption is today, it is going to be a lot bigger soon. How big, 
how soon, I am reluctant to say, because no reputable oil economist has ever yet 
made a long-range forecast of oil demand that was as high as consumption sub- 
sequently proved to be. 

With reference to the dependence upon importation of oil, he stated 
that it was foolish to depend on any one nation for oil needs and that 
vast standby refineries, pipelines, or tankers should be provided and 
that governments should— 
absorb some of the cost of standby facilities that exceed commercial require- 
ments. 

7. Recurring west coast shortages: Mr. Cozzens, of the city of Los 
Angeles, has testified before this committee about the shortage of fuel 
oil “of near famine proportions” arising on the west coast in 1956. 
This is another demonstration of the need for our pipeline. Mr. 
Cozzens testified that fuel oil was offered to them at $2 a barrel in El 
Paso, but the published tariff rate to Los Angeles was an additional 
$4.69 a barrel, so they had to reject the bid. We have been told by 
the major oil companies and the Government that other sources of 
supply are adequate to meet the west coast needs in emergency as well 
as peacetime. Nevertheless, constant shortages continue to arise. 

In World War II, the Government paid enough in excessive costs 
for the transportation of oil to the west coast by railroad tank car to 
more than pay the entire cost of building this pipeline. Again in 
the Korean war, the Government could have saved $1 million a month 
in the cost of transporting oil by tanker to the Pacific area from the 
gulf and Caribbean. 

As a result of this situation, Col. Douglas R. Brown, then executive 
officer of the Armed Services Petroleum Purchasing Agency, recom- 
mended that our pipeline “should be encouraged since it would insure 
sufficient crude oil to offset the present military deficit experienced on 
the west coast.” Unfortunately, Colonel Brown’s recommendation 
was not approved by his superiors who had closer ties with the major 
oil companies. In fact, Colonel Brown indicated that his situation 
had become very embarrassing because of his efforts to save this money 
for the Government. Now we have the chronic shortages getting 
progressively worse and currently being accentuated by the Suez 
crisis. 

This shows, at the least, that the military is not infallible; that the 
needs of an emergency are unpredictable; and that all the guidance 
we have from the experience of the past indicates it is the sheerest 
folly not to build this pipeline. 

8. Depletion of west coast oil stocks : West coast crude oil stocks have 
fallen dangerously low. In the face of the greatly expanded demands, 
stocks of crude are now down to about 30 million barrels. Some 10 
million barrels of this consists of line loads and tank bottoms and is 
not available for consumption as a practical matter. The result is 
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that there is little more than a 15-day supply even at peacetime rates 
- eameenpeee, and its inadequacy to meet an emergency is simply 
shocking. 

No Eeiten what may have been said in the House committee’s hear- 
ings in 1955 and 1956, it would seem in the light of subsequent events 
that the need for this pipeline is now clearly evident. 

I would now like to summarize some of the additional factors show- 
ing the need for the pipeline: 

1. California oil producers are able to supply only about three- 
fourths of the west coast peacetime demand, leaving a deficit of ap- 
proximately one-fourth of the demand to be made up by imports of 
crude oil. Almost one-half of this import deficit has been coming 
thousands of miles by oil tankers from the Mideast and Far East. 
This daily deficit has increased 300 percent in 2 years and continues to 
increase. 

2. Refinery capacity in California is in excess of California pro- 
duction of eae This excess refining capacity is not utilized 
through the importation of crude from foreign countries, which 
might be cut off in time of war. It is sometimes urged as an objection 
to this pipeline that refinery capacity in California would not be 
available to use the oil it brings in. 

Aside from being inaccurate, this objection is wholly illogical. 
The controlling factor is demand. We can and must assume that 
refining capacity will expand at least to meet peacetime demand. I 
don’t think the west coast majors would really want to press the 
argument that even though there is a consumer demand for our oil 
in California, there will be no way to get it refined. 

3. A pipeline 1,000 miles long from the Permian Basin to Los 
Angeles would tap an oil area capable of delivering approximately 
1 million barrels of oil per day. Such a pipeline would go far to 
eliminate dependence upon tankers in time of war and it would elimi- 
nate now the peacetime deficit and dependence on tanker imports. 

4. The demand for oil on the west coast in any war will be greatly 
in excess of peacetime demands. The tremendous defense facilities 
now existing and projected for that region make this certain. 

Mr. Chairman, the case for this west coast pipeline is a clear and 
compelling one. Although it would be worth far more than its cost 
for national defense purposes alone, we are not asking the Govern- 
ment to pay any part of the cost. All we are asking for is the guaran- 
tee of a loan for the funded part of the cost. We are willing and 
able to put up the equity capital, which would be subordinate to the 
Government’s lien. You can be certain that we would not put mil- 
lions of dollars of our own money into this unless we were sure it is 
economically sound. 

In the face of these facts, the big oil companies have had the bad 
grace to come in and oppose this pipeline on the ground of Govern- 
ment subsidy. These are the same oil companies that are perfectly 
happy to have the United States paying out millions of dollars of sub- 
sidy in their behalf. 

I call your attention to the report of the Senate Defense Investi- 
gating Committee (S. Rep. No. 440 (pt. 5), 80th Cong.) on transac- 
tions relating to oil in the Middle East. That report discloses a 
shocking story of how the Arabian American Oil Co., its affiliates, 
and parent companies, induced the United States Government to spend 
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millions of dollars to relieve the oil companies of their burden of 
supplying funds to Saudi Arabia to protect their oil concessions, and 
how the oil companies then ran out on their agreement to compensate 
for this aid by selling oil to the Government at a reduced price. 
Among other things, that report said: 

* * * The oil companies exploited the Government by exacting high prices 
for their products despite the high expenditures and assistance granted to Saudi 
Arabia at the companies’ behest to protect and preserve the companies’ con- 
cesslons. 

I also call attention to the loan guaranties now provided 
by the Government with respect to oil tankers. If the Govern- 
ment were to guarantee loans for the construction of tankers to move 
the same amount of oil from the gulf coast to California that will 
flow through this pipeline, the guaranties would have to be some 
six times as much as the one we are » asking. 

We are firmly convinced that the real reason the oil companies have 
blocked our pipeline is because it would break up the monopoly they 
now enjoy on the west coast. 

Mr. Chairman, I would like, with your permission, for Admiral 
Studdert to discuss the military essentiality of this matter very 
briefly. 

Senator O’Manoney. Very well. 

Mr. Grasco. And after that, I would like Mr. Morison to present 
his statement. 

Senator O’Manoney. All right. 


STATEMENT OF WILLIAM W. STUDDERT, PRESIDENT, STUDDERT 
ENGINEERING CO., MIDLAND, TEX, 


Mr. Stupperr. My name is William W. Studdert. I am now a rear 
admiral, retired, in the Naval Reserve, and I am president of the 
Studdert Engineering Co. with offices in Midland, Tex. 

My naval service was related to the supply logistics of the war in the 
Pacific, and in that duty I became well aware of the fundamental 
importance of oil in fighting a war. Despite the introduction of new 
weapons and new concepts of warfare, the military defense of our 
Nation still depends on oil. 

Midland, Tex., is located in the center of the second largest oil 
reserve in the world. I do not agree with the Joint Chiefs of Staff, 
the Office of Defense Mobilization, the Petroleum Administration 
for Defense, the Defense Department, and the major oil company 
officials that this vast oil reserve should not be connected to the west 
coast refineries for the defense of this Nation. 

In my judgment, this proposed pipeline is essential for the defense 
of the United States. I do not see how anyone can reach a contrary 
conclusion unless he is prepared to abandon the west coast in the 
event of attack and withdraw to the Rocky Mountains as the first line 
of defense. 

In the light of all the facts now available, I am confident that the 
Government will reappraise the situation as to this essential defense 
need. If the Government upon such reappraisal should again deter- 
mine that the pipeline is not essential then the Government owes a 
solemn duty to the 18 million citizens of the west coast to state to 
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them that it has been determined to abandon them in the event of war. 

The west coast cannot be defended without oil and refined products 
of oil. In the event of hostilities, the demands for oil will be stepped 
up enormously. 

Senator O’Manoney. May I interrupt, to ask you where your serv- 
ice was—in the Navy? 

Mr. Sruppert. I was in the Seabees, commander of the construc- 
tion forces of the Navy. 

Senator O’Manoney. Where did you operate? 

Mr. Sruppert. My first duty was Guadalcanal, Emirau, in the 
Bismarck Islands, Saipan, and then in the invasion of Okinawa 
through the entire campaign. 

Senator O’Manonry. How long did you serve? 

Mr. Struppert. I was on active at 5 years. 

Senator O’Manoney. What was your grade when you entered 
service ? 

Mr. Sruppert. Lieutenant, senior grade. 

Senator O’Manoney. What was your grade when you left the 
service ? 

Mr. Sruppert. I was a captain—four-striper. 

Senator O’Manonry. You were retired as rear admiral in the 
reserves ? 

Mr. Sruppert. That is correct; yes, sir. 

Senator O’Manonry. What was your business when you entered 
the service ? 

Mr. Sruppert. I was connected with—I was engineer for the Texas 
& New Mexico Pipeline Co., at Midland, Tex. 

Senator O’Manonry. How long have you been an engineer ? 

Mr. Srupperr. Since 1924. 

Senator O’Manonery. From what institution did you graduate ? 

Mr. Sruppert. I finished school in North Carolina State College. 

Senator O’Manoney. With what companies have you served as an 
engineer ? 

Mr. Sruppert. I have served in the United States Coast and Geo- 
detic Survey, the Army engineers, on rivers and harbors; and then the 
Texas-New Mexico pipeline, and the Texas pipeline, and I opened my 
own office in April—March 1947. 

Senator O’Manoney. Do you happen to know, of your own knowl- 
edge, what proportion of the American fleet is now deployed in the 
Pacific ? 

Mr. Sruppert. No, sir. I have no way of knowing that any more 
than what the newspapers put out. 

Senator O’Manoney. You keep in touch, I suppose, with these mat- 
ters. What is your conclusion from the newspapers ? 

Mr. Sruppert. Well, I would say that it was considerable. How 
many ships, how many men, I wouldn’t know, and I wouldn’t ask. 

Senator O’Manoney. Is it not a fact that oil is an essential fuel 
for naval vessels ? 

Mr. Sruppert. It is; yes, sir. It is absolutely essential. Without 
it, our fleet—the engines would be quiet. 


Senator O’Manonery. Is it not a fact that oil is essential for all the 
flying 
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Mr. Sruppert. Yes, all aircraft, for every motor and equipment, 
for everything; as modern war moves today, it is absolutely essential. 
Senator O’Manoney. Without oil 

Mr. Sruppert. We are defenseless. 

Senator O’Manoney. If it be assumed we should have need for a 
fleet in the Pacific Ocean, what would be your conclusion as to the 
need for a full and certain supply of oil on the Pacific coast ? 

Mr. Srupperr. You must have it, and the alternative—we use the— 
Texas & Pacific Railway and the Southern Pacific is our main source 
of railroad tankers, and they won’t do the job. 

I don’t know—I was in the Pacific during the war, I know we had 
enough oil, but we didn’t have too much. Had the campaigns been 
bigger, then I often wondered. 

Senator O’Manonry. Are you acquainted with oil operations on 
the Pacific coast ? 

Mr. Srupperr. To acertain extent, not too much, except statistically. 
We know that these facts that we have quoted are correct. 

Senator O’Manoney. Do you know whether there is any new supply 
of petroleum available within the boundaries of the United States 
west of the Rocky Mountains ? 

Mr. Srupperr. No. 

We have Canadian oils coming down by pipeline 

Senator O’Manoney. I am talking about continental United States. 

Mr. Sruppert. We only have the probable prospects of the Four Cor- 
ners area. That is 5,000 barrels a day now—well, that is a drop in the 
bucket to what is needed. We are speaking of 300,000 and 400,000 
barrels of oila day. There is no new source we know of. 

Senator O’Manoney. Do you have any doubt about the availability 
of this west Texas oil if it can be transported to the west coast ? 

Mr. Sruppert. I am quite sure it is available, with 1 million bar- 
rels a day, in excess, now, and the capabilities that more drilling, en- 
couragement of more production—the area is vast and fertile. 

Senator O’Manoney. Have you heard of any statements by any 
qualified oilmen that the supply from west Texas is not real and 
substantial ? 

Mr. Sruppert. I have never heard of any such statement as that, 
and, contrary to that, it practically—— 

Senator O’Manoney. You spoke of additional drilling. 

Mr. Sruppert. Oh, yes; you must keep up with your drilling. 

Senator O’Manoney. Are there reserves to which the drills can 
penetrate in west Texas? 

Mr. Srupperr. Yes, sir; considerable, and new fields are being 
found each week as wildcatting proceeds. 

Senator O’Manoney. Would it be possible to connect this pipeline, 
if it were built, to the independent wells for the oil that previous 
committee testimony told us is not available yet because of the lack 
of any access to transportation ? 

Mr. Sruppert. I have information that there is over 200,000 barrels 
a day shut-in in west Texas now, that they are not producing; there is 
no market for it. . 

Senator O’Manonry. Isthat authoritative information ? 

Mr. Sruppert. I beg your pardon ? 

Senator O’Manoney. Is that authoritative information? 
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Mr. Sruppert. Could I check with Mr. Glasco? 

(After consultation:) I did not quite understand the question. 
There are many wells that do not have connections at the moment. 

Senator O’Manoney. Are they independent wells or are they the 
wells of major corporations? 

Mr. Sruppert. I would say that they were possibly, some of them, 
major oil companies that were not connected and, in the majority of 
cases, I would say they are independent wells. 

Senator O’Manoney. What I am trying to find out for the record 
is an authoritative statement of the amount of shut-in oil in west 
Texas which would be available from independent sources if the 
pipeline were constructed. 

{r. Sruppert. Well, it is quoted—— 

Senator O’Manoney. Have you got that, Mr. Glasco? 

Mr. Grasco. You are speaking now of the amount of oil that 
could be produced? We are just producing 16 days—— 

Senator O’Manoney. I mean the independents, not the majors. 

Mr. Guasco. Well, the independents, we have a production down 
there, it is across the board, everybody gets to produce a certain 
amount of oil, all independents and the major producers alike, but 
there are 1 million barrels of oil in west Texas and New Mexico that 
has no market. We are only producing 16 days a month. Now, we 
could produce 30 days per month and still be producing within the 
maximum efficient rate of production. 

(After consultation :) Oh, yes, this line would be 

Senator O’Mauonry. The reason I am asking these questions is 
because I hold in my hand a copy of the amended complaint filed in 
the United States District Court for the Southern District of Califor- 
nia, central division, under the authority of the present Attorney 
General, Mr. Herbert Brownell, Jr., in October 1956. 

It will be sufficient to read the first and second paragraphs of this 
complaint : 





1. This complaint is filed and these proceedings are instituted under section 4 
of the act of Congress of July 2, 1890, chapter 647, 26 The United States Statutes 
at Large, page 209, as amended, entitled “An act to protect trade and commerce 
against unlawful restraints and monopolies,” commonly known as the Sherman 
Act and against the named defendants herein in order to prevent violations by 
them, individually, jointly and severally, rs hereinafter alleged, or sections 1 and 
2 of the Sherman Act (15 U.S. C., secs. 1 and 2). 

2. The alleged unlawful acts and violations hereinafter described, including the 
combination and conspiracy to restrain and the combination and conspiracy to 
monopolize, and the actual monopolization of the interstate trade and commerce, 
have been, and are, conceived, carried out, and made effective in part within the 
southern district of California, central division, and many of the unlawful acts 
done pursuant thereto have been performed by defendants, or some of them, and 
their respective representatives within said district and division. All of the 
defendants transact business within the southern district of California, central 
division, and are within the jurisdiction of this Court for the purpose of service. 
The interstate trade and commerce, as described hereinafter, are carried on in 
part within said district and division. 


Now, the defendants in this action I will read for the record: 
“T/nited States of America, plaintiff, v. Standard Oil Company of Cali- 
fornia; Shell Oil Company; The Texas Company; Richfield Oil Cor- 
poration; General Petroleum Corporation; Tidewater Associated Oil 
Company; Union Oil Company of California; and the Conservation 
Committee of California Oil Producers, defendants.” 
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It will be noted that the Texas Co. is one of the defendants. It will 
also be noted that the testimony of Mr. Glasco this morning was to the 
effect that a gentleman by the name of Burt E. Hull, of Dallas, Tex., 
who was formerly president of the Texas Pipe Line Co., a subsidiary 
of the Texas Co., was employed by the West Coast Pipe Line Co. to 
build this pipeline and according to the statement of the witness, Mr. 
Glasco, was advised by the Texas Co. that his pension rights from the 
Texas Co. would be withdrawn if he did not resign from the company 
attempting to build this pipeline. 

Now, it requires no lawyer to see and to understand a threat of that 
kind, if it were made, that if a man were not to resign from certain 
employment competitive with the activities of the threatening corpora- 
tion, it would be a specific and clear restraint of trade. It would be a 
restraint upon the rights of an individual citizen to seek employment 
and retain employment without the sacrifice of any rights that he had 
won by former services. 

That is why I am asking you, Admiral, these questions. 

Will you read the last question, Mr. Reporter ? 

The reporter advises me that the last question was 

Mr. Sruppert. I believe the question was how much of the independ- 
ent oil 

Senator O’Manoney. You testified there were 200,000 barrels a day 
available in west ‘Texas for use on the west coast if it could be tranis- 
ported. Now, I am trying to find out how much of that comes from 
companies which are mentioned as defendants in this proceeding by 
the Justice Department. 

Mr. Sruppert. Yes. 

Senator O’Manonry. And how much of it comes from independent 
producers. 

Mr. Sruppert. It is a very difficult question without a day-to-day 
survey but approximately it is about half and half, so it is about half 
of the independent’s oil that is shut in and half of the major’s, due 
to lack of a market and there actually are 1 million barrels which are 
shut in, barrels of oil that are salable, it is ready to be produced, drilled 
and ready to have connections. 

Senator O’Manonry. Have you and your company conducted sur- 
veys that indicate to you that there would be an adequate supply of 
oil for the pipeline from independent sources that could not be shut 
off by monopolistic companies ? 

Mr. Srupperr. I am quite sure that—we have not made the exact 
survey but in the knowledge of the situation, there is sufficient— 
half of a million is 500,000 barrels a day which would not be under 
the control of your monopolistic 


Senator O’Manonry. Whose knowledge conveyed this informa- 
tion ? 

Mr. Sruppert. The Railroad Commission of Texas has the facts 
and figures on the supply, so it is recorded, it can be produced, but 
our knowledge 

Senator O’Manoney. In filing your application, have you not 
shown facts with respect to supply ? 


Mr. Guasco. Oh, we have shown plenty of facts and everything but 
it doesn’t do much good to file facts. 
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Senator O’Manonery. Never mind conclusions. I am asking you 
how much oil. 

Mr. Guasco. There are 1 million barrels of oil in Texas that need 
the market. I can bring proof from the Railroad Commission of the 
State of Texas and the engineers. 

Senator O’Manoney. That is what we want. Declarations are no 
use. 

Mr. Guasco. Thatisright. I willsupply that for you. 

Senator Nretey. Can I ukaaiant. 

Senator O’Manoney. Yes. 

Senator Neetey. Mr. Glasco, I would imagine from what you said 
that in principle your contention here is identical to that made by the 
Attorney General against these major oil companies, is it not, whose 
names the distinguished Chairman just read ? 

Mr. Guasco. Yes, and I will testify to it any time for the Govern- 
ment on that. 

Senator O’Manonry. We want someone to testify who is not a 
person in interest. 

Mr. Grasco. I can’t help you there. 

Senator Nreetey. The Railroad Commission of Texas which has 
jurisdiction over the matter of determining how much oil is produced 
in the State of Texas, may I ask you whether it would approve the ex- 
portation of this additional oil from the State of Texas to the west 
coast provided you furnished the figures necessary to show there was 
sufficient oil to build this pipeline ? 

Mr. Guasco. Yes. In other words, Senator, according to the Rail- 
road Commission of Texas regulations—it is on a supply-and-demand 
basis and we would go before the railroad commission and nominate for 
so much crude oil and we could get that much crude oil granted from 
the Railroad Commission of the State of Texas, I am sure we could 
get a statement from the railroad commission to that effect if the 
nominations were made, they would supply that crude. 

Senator O’Manoney. Did I ask you, Mr. Glasco, when you were 
testifying about Mr. Hull—and it is not in your prepared state- 
ment—when the correspondence took place between Mr. Hull and 
the Texas Co. ? 

Mr. Guasco. It will be—I am sure it would be in the latter part 
of 1953 or 1954, early part of 1954. 

Senator O’Manonery. Did you see the letter that was written by 
them ? 

Mr. Guasco. Well, Mr. Hull told us about it and we held a direc- 
tor’s meeting about it where we agreed. 

Senator O’Manoney. That was about 1953? 

Mr. Guasco. 1953 or 1954, in there. I can get you the exact date. 

Senator Carroti. Mr. Chairman, I would like to ask a question. 

Senator O’Manoney. Yes. 

Senator Carroti. I noticed in Mr. Glasco’s statement that he 
speaks about 50 independent oil producers in the west Texas area 
who wish to provide an outlet for their oil. 

I don’t know whether this has been asked and answered, but it 
seems to me that we had testimony before this committee—I cannot 
recall the name of the witness—but it was the witness that talked 
about the 8,000 wells in Texas; and the witness, as I recall, was an 





EMERGENCY OIL LIFT PROGRAM 1555 


expert in the field. He said that although the Railroad Commission 
of Texas—I might direct this question to Mr. Glaseo— 

Senator O’Manoney. May I interrupt you, Senator, to state that 
the witness that you have in mind was Mr. Lester Clark, of Texas, 


whose testimony was very clear, very interesting and very cogent as 
to the 8,000 wells. 


Senator Carrott. Yes, my recollection 

Senator O’Manoney. He testified that it was the fact, that there 

yas a large independent flow there. 

Senator Carrotu. It was my recollection, Mr. Chairman, that 
although, as I understand, the Railroad Commission of Texas sets 
up a quota of oil which is allocated or prorated to all of these wells, 
that many of the wells that have such proration cannot dispose of 
their oil because they have no distribution. Is that correct? 

Mr. Guasco. That is right. 

Senator Carrot. Is that the difficulty facing the 50 independents 
which own your company ? 

Mr. Guasco. Well, we are all in the same boat out there. 

Senator Carroiy. In other words, you produce oil under a quota 
established by the Railroad Commission of Texas but you cannot 
move it? 

Mr. Guasco. We can’t move it and we can’t produce oil in Texas 
unless we are producing across the board. 

Now, if we had a market in west Texas for the west coast we would 
be in a position to produce more oil and keep the allowables on a 
statewide basis; while west Texas bears the brunt of all the cuts they 
make in allowables, we get about 60 percent of the production in west 
Texas. 

Senator Carrotu. In other words, if I understand you correctiy, 
that quota which the Railroad Commission of Texas has established is 
meaningless unless you can move your oil ? 

Mr. Guasco. That is right, unless we have a market—they may be 
able to produce the oil for the west coast but unless you have markets 
on the west coast you cannot raise your allowables except across the 
board; you cannot discriminate against east Texas and west Texas. 

Senator Carrott. What I am trying to find out for myself is 
whether your oil is locked in because of lack of transportation fa- 
cilities. 

Mr. Guasco. We are—that is exactly what is wrong with us. 

Senator Carroiy. I understand Lester Clark said that the reason 
you cannot move your oil is because the transportation facilities are 
largely in the hands of the majors. 

Mr. Guasco. That is right, Senator Carroll. 

Senator O’Mauonry. Proceed, Admiral. 

Mr. Sruppert. The entire Pacific Fleet has its base of supplies on 
the west coast—on the north at Puget Sound, in the central area at 
San Francisco, and in the southern area at San Diego. In addition, 
both the Marine Corps and the Army maintain in a ready status a very 
substantial part of our military ground forces on the west coast. 

The Air Force maintains a series of bases running from the Cana- 
dian border to the Mexican border. In addition, some of the most 
important defense plants of the Nation are located on the west coast, 
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which includes major military aircraft manufacturers, guided-missile 
plants, and so forth. 

All of these plants and military establishments are dependent upon 
oil, and in time of war would require vast quantities more than in 
peacetime. 

Production of oil in California is not adequate to meet peacetime 
needs. It would be much less adequate to meet wartime needs. 

The measure of the present oil deficit on the west coast—the peace- 
time deficit—is the oil that is imported from foreign countries, now 
running at a rate of about 200,000 barrels a day and rapidly increasing. 
The measure of the prospective wartime deficit is less certain; but 
there is every reason to suppose that there will be an urgent demand 
for the maximum quantities that can be put through the refineries. 

The refinery capacity in California exceeds the production of crude 
in California by more than 300,000 barrels a day. California wells 
are already producing at maximum capacity, and production cannot 
be increased further. 

There is now no dependable means for supplying the California 
deficit in the event of emergency. There is no crude-oil pipeline into 
California from any of the other oil-producing States. No foreign 
source could be counted upon that would require movement into Cali- 
fornia by ocean tankers; and all the foreign oil that comes into Cali- 
fornia comes by tanker. 

This includes the Canadian crude which is brought down by tanker 
from the Puget Sound area, where the transmountain pipeline from 
the west Canada oilfields terminates. This means that in the event 
of war, not only must the increased demand be met, but the loss of 
foreign imports must also be compensated for. 

If that necessity should arise, the closest, cheapest, and most acces- 
sible source for the large quantities of oil required to meet the 
California deficit is the Permian Basin of west Texas and New 
Mexico. The only practicable means to get those large quantities 
of oil to California would be through a large volume pipeline. 

It is relatively easy to build such a pipeline in peace to prepare 
for war if it should come. It would be many times more difficult 
if not impossible to build such a pipeline after a war began. 

The discovery of the oil deposits of western Canada and the con- 
struction of the transmountain pipeline, from Alberta, Canada, to 
Puget Sound area in the State of Washington, has relieved the de- 

endence of the States of Washington and Oregon upon tanker- 
laa supplies. 

Refining capacity is developing in the State of Washington to 
refine this Canadian oil to meet the requirements of that area. This 
is a definite strengthening of the defense posture of the Pacific 
Northwest. However, it falls far short of meeting the entire defense 
needs of the west coast, and especially as they pertain to California. 

Even in wartime, civilian needs must be considered as well as 
military needs. The civilian demands for petroleum in California 
are increasing tremendously. To meet these demands, California 
alone accounted for 34 percent of the total increase in refining ca- 
pacity in the United States in 1955. Plans for any future emer- 
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aay must contemplate supplying expanding essential civilian 
needs. 

Rationing of civilian needs may become a ponent but plans 
should be made on a basis which will avoid it if possible. Aircraft 
factories need workers, and in California workers need gasoline to 
get to their jobs. We can achieve our maximum defense potential 
on the west coast only if we supply both civilian and military needs 
and that is what we should plan to achieve. 

There is one special factor which should be borne in mind with 
reference to the defense potential of the west coast. The oil wells 
and refineries in southern California are so graphically compact 
that 1 modern bomb could wipe out in the Los Angeles area alone 
over 700,000 barrels of refining capacity per day and almost 650,000 
barrels of California oil production per day, along with whatever oil 
and oil products might be in storage there. 

In the event of such destruction, an emergency source of supply 
of petroleum products for the strategic southern California area 
might be of supreme importance. In such a case, the west coast 
pipeline could be converted from the transportation of crude oil to 
the transportation of products from the refineries in the gulf coast and 
the interior of the United States to the west coast. 

If this pipeline is not in existence, however, the only method of 
bringing products into this essential area of the west coast would be 
by railway tank car operation and by the vulnerable ocean tankers 
from the gulf through the Panama Canal as it was in World War II 
and during the Korean emergency, when these methods proved so 
inefficient and costly. 

My company was employed by the West Coast Pipeline Co. in 1952 
and 1953 to make a detailed study of the pipeline facilities of west 
Texas and New Mexico and the gasoline plants in the Permian Ba- 
sin area. Following the report made, I became a director of the 
company. 

In summary, let me say that none of us can foretell how, where, 
or when the next defense emergency may arise. We do know that 
they seldom come just as we have expected and planned for them. 
It is tremendously important for us to achieve a posture which will 
permit us to move with our maximum potential in any direction. I 
can think of no other project of comparable cost which will con- 
tribute so much to our overall defense strength as this pipeline. 

I cannot sericusly believe that our military planners have decided 
to write off the west coast as indefensible in the event of attack. But 
T do not see how anyone who is planning to defend the west coast can 
fail to regard this pipeline as a military necessity. 

Senator O’Manroney. Any questions, Mr. McHugh? 

Mr. McHven. Senator, I think Mr. Morison also has a statement in 
connection with some of the overall implications of this situation. It 
might be appropriate to have him present it, and then if there are any 
questions which the members of the committee may want to direct, 
all three gentlemen will be here to answer them. 

Mr. Morrson. It will be agreeable with us, Mr. Chairman. 

Senator O’Manoney. Without objection, then, we will proceed in 
that manner. 
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STATEMENT OF H. GRAHAM MORISON, COUNSEL, WEST COAST 
PIPELINE CO. 


Mr. Morison. Mr. Chairman and members of the committee, as I 
have indivated to you, my name is Graham Morison. I am an attorney 
of this city I represent the West Coast Pipeline in this matter. I 
was formerly Assistant Attorney General in charge of the Antitrust 
Division, and I have some familiarity with the monopoly in oil. 

We believe the facts in this case demonstrate that a threat to our 
national security has been created by the most powerful and ruthless 
monopoly in the United States and in the world—the oil monopoly. 
They also demonstrate, once again, how this monopoly prevents a free 
market in a commodity which is basic to our whole economy. 

Mr. McHueu. May I ask you at this point, as you begin, if you 
could explain for the committee how you think that this situation, con- 
cerning which Mr. Glasco has testified, has some relation to the major 
problem which this subcommittee has been looking into with reference 
to the closing of Suez and the difficulties this country faces in meeting 
that crisis? 

Mr. Merison. Mr. McHugh, the relationship, I think, is basic to the 
inquiry which the subcommittee has undertaken, which is a problem 
of the movement of oil to places of great demand, of making it avail- 
able, and the effect which monopoly in the oil industry and all modes 
of transportation has on national and even international policy. 

We submit that this inquiry, small in its scope with reference to 
the much larger problem, is a testing ground and an illustration of 
how effective this monopoly can be, and how important it is that the 
Congress of the United States and the people of the United States 
understand this, and that plans, courageous plans, be made to elimi- 
nate this hurden pon our own peacetime economy, and if I may ven- 
ture to sav so, the peace of the world and the economy of the world 
which is ‘tself dependent upon oil. 

If I may restme, Mr. Chairman. As an example of what we are 
dealing with here, I would say that the avevage citizen familiar with 
the workings of monopoly would certainly assume that when a lack 
of transportation facilities is all that prevents the movement of com- 
modities from areas where they are produced to areas where they are 
in great demand, that enterprising capital would quickly provide the 
transportation facilities, and they would earn a profit on providing 
those facil‘ties. If this elementary law of economics does not work, 
then the ordinary person would be just as surprised as if he saw water 
running up hill. 

Well, the oil monopoly has, for years, been forcing the economics 
of most aspects of oil to run up hill when it is to its profit to have 
that result obtain. 

Since early in this century the United States Government has sought, 
under its antitrust laws, to break the monopolistic hold of the giant 
oil companies from the petroleum industry. As the members of this 
committee know, in 1906 the United States proceeded against Stand- 
ard Oil Company of New Jersey and its 70 affiliated corporations and 
9 individuals, charging the defendants with a conspiracy to restrain 
and monopolize interstate commerce in petroleum and petroleum 
products. 
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The courts found the Standard Oil combination to be illegal, and 
ordered it dissolved. 

In the period following the decree in this first oil case and until 
1928, the great increase in demand for oil and oil products and a 
series of enormous new oil discoveries in the United States and else- 
where brought into being a number of large integrated oil companies 
and created the climate for basic agreements among these giants and 
these agreements, as you might assume, were made. As alleged in the 
Government’s pending suit against the world oil monopoly, these 
basic agreements have been followed by the major oil companies ever 
since. This has presented the Antitrust Division of the Department 
of Justice with problems of the greatest magnitude in its efforts to 
preserve freedom of competition for the independent operator in the 
oil industry and a free and competitive market for consumers of 
oil and oil products. 

Other cases have been brought through the years, and even now 
important litigation in this field is pending in the courts. For in- 
stance, in 1950, as the chairman has indicated by reference to it, the 
United States filed an antitrust action against Standard Oil Com- 
pany of California and the six other west coast major oil companies 
who have been named alleging: 

(1) That there are no crude pipelines from any other areas 
that bring oil to the west coast—since 1950 a crude pipeline has 
been built from the Alberta Canadian oilfields to the Puget Sound 
area of Washington ; 

(2) That those 7 defendants produce 50 percent of all the 
crude oil on the west coast whereas 48 percent is produced by 
independents, and significantly, independents who do not have 
refineries ; 

(3) That the defendants buy 90 percent of all the crude oil 
produced by the independents; 

(4) That the defendants own 77 percent of the oil-gathering 
pipelines on the west coast and 97 percent of the oil trunklines on 
the west coast ; 

(5) That the defendants own all the oil tankers and oil barges 
on the west coast ; 

(6) That the defendants own 85 percent of the crude refining 
facilities of the west coast ; 

(7) That the defendants produce in their refineries 91 percent 
of the gasoline on the west coast and own 90 percent of the gaso- 
line refining facilities together with 91 percent of all of the 
“cracked” gasoline refining facilities of the west coast; and 

(8) That these defendants own 86 percent of the retail outlets 
for gasoline and oil products on the west coast. 

That case is now pending and has not yet been tried. However, 
the Government does not make such allegations lightly in a case of this 
kind and we can safely assume that these allegations of fact are 
substantially accurate. You can readily see that this is a tightly held 
empire indeed that is now challenged by our proposal to build an 
independently owned major pipeline to the west coast, from this area 
of production. 

Mr. McHuen. Mr. Morison, do you feel that the erection of this 
pipeline, if approved, would be relief of a type which the Govern- 
ment is seeking to acquire in this suit ? 
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Mr. Mortson. Mr. McHugh, I do. My frank evaluation of the 
Government’s suit on the west coast is: one, I think they are going to 
win it if they can ever get these fellows to trial; second, I believe that 
even with the relief prayed for you will not eliminate the monopoly, 
this massive holding of facilities and markets and the means of trans- 

ortation can mean nothing more than creating the climate for private 
eons actions. 

Now, I am sure that if the Government attorneys who are familiar 
with this case were called to testify here they would tell you that the 
only effective way you are going to get competition in the California 
and west coast market is by the introduction of this method of creat- 
ing a free and independent flow of oil. Now, when I say that, it may 
be de minimus, but it is a beginning. 

The small number of independent refiners are now dependent for 
their sources of oil on the majors. But if it could be provided that 
these independent refiners had access to an uncontrolled supply of 
crude oil, you would have the beginnings of the first element of free 
competition that there ever has been on the west coast. You would 
encourage independent refiners to increase their capacities and to begin 
to compete in the markets of the west coast by the actual creation of 
the basic supply free of monopoly domination. 

This suit will be a milestone of helpfulness for those who want 
to find antitrust treble damage relief, but it will not extricate the 
west coast from the monopoly. 

Mr. McHven. I understand that it is your opinion that the kind of 
negative injunctive relief that the Government is apt to obtain in this 
suit will really not be adequate to restore competition in the western 
part of the United States. 

Mr. Morison. No, Mr. McHugh. As you and the members of the 
committee well know, even with the broad powers of equity that a 
judge may have, a judge could never issue an order compelling some- 
one to sell and another person to buy the crude oil. 

Mr. McHveun. In other words, there isn’t even any positive injunc- 
tive relief which the courts would issue resulting from this case, in 
your opinion ? 

Mr. Morison. I frankly see none. 

Now, I call it to your attention—and I am going to advert to it 
later, but I would like to put this in posture—the members of this 
committee are certainly well familiar with the situation that obtained 
in aluminum prior to World War II. That situation was that the 
Aluminum Company of America had the same kind of absolute domi- 
nation in a basic product that the oil monopoly has here. 

We filed an antitrust suit against the Aluminum Company of 
America, and it went on for years, a formidable case was involved. 
The Government was on the way to winning that when World War II 
arose. It was the Government’s hope that decrees against this monop- 
oly would be entered which in time would be an encouragement for 
private capital to come in and invest in producing basic aluminum and 
create competition. But nobody knew how long it would take private 
capital to get into it. 

We got immediate competition, and we got immediate production 
for war, only because the Government of the United States, utilizing 
wartime legislation, was able to give financial support to independents. 
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That created the effective competition which might never have come, 
or it would have heen 10 or 15 years before it would have come of its 
own motion. 

That is the situation you have here precisely. 

Senator Carrouy. That financial support of which you speak, was 
that in the nature of a certificate of necessity issued by the Govern- 
ment to many of the larger companies, giving them tax writeoffs ? 

Mr. Morison. Senator ‘Carroll, there were many of those things. It 

was a little difficult in World War II in the specific instance of alumi- 
num. My recollection is that it was achieved through the RFC’s agree- 
ment to purchase ingot—that was the way in which the basic financing 
was obtained. They got private financing to build these facilities 
upon a Government ‘order to buy and pay for ingot production. But 
however it is done—there are many devices—certainly there is in time 
of national emergency—and of course the Defense Production Act is a 
peacetime carryover to give the facilities to our Government to meet 
those needs and necessities for defense that the Government and the 
military determine must be done. 

And I would like to advert again to what Mr. Glasco said. You 
understand that this monopoly doesn’t want this pipeline. It doesn’t 
want this opening of a free oil market, even in a small way, to create 
any competition. Now, they can successfully frustrate us, and have, 
by simply refusing to ts ake any of the oil or to pay for the transporta- 
tion of their own oil over our pipeline, and that they did. 

They said, “We will have no part of your pipeline.” That meant 
that we could not get private financing. Now we are demonstrating, 
as Admiral Studdert has said, that here is a defense situation on the 
west coast that is critical. I think the people of California ought to 
be made aware of the fact that this situation means that the Govern- 
ment has written off the west coast. 

Now, the only way this pipeline can be built—we are going to put a 
quarter of our own money into it, over $22 million, we are prepared to 
do it—but we can never get this pipeline built, in view of this mo- 
nopoly’s attitude and concerted opposition, unless the Government 
comes in and gives us the guaranty of the private loan in order for us 
to get the private financing to build it. 

Senator Carron. Mr. Chairman, at this point I think we should 
have a member of the staff incorporate in the record the statement 
from the Treasury Department. It seems to me that a year or two ago 
I read the statement of the Secretary of the Treasury that this oc- 
curred not only during World War II, but subsequently as late as 
1950, 1951. I believe the practice also prevails today. 

The Government of the United States has issued certificates of 
necessity totaling somewhere between $33 billion and $45 billion to 
the corporations “of this country, and I suspect, as the witness has 
testified, principally for the purpose of strengthening the grip of a 
few big corporations upon the commodities which are essential to the 
domestic economy of this Nation, and essential to our foreign policy, 
because there can be no strong foreign policy unless we have a strong 
domestic economy. 

It seems to me that if we could have that in the record, it would em- 
phasize the point that the witness has been making here, ‘and would be 
useful for our own consideration. 
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Senator Nrety (presiding). Without objection that insertion will 
be made. 
(The information referred to follows :) 


Dollar value of rapid tar-amortization certificates of necessity granted major 
west coast oil companies and subsidiaries 1951-56 by Office of Defense 
Mobilization? 

Net value of 
certificates 2 


ee cea pincenniveddigpaiemalinipaees $175, 071, 000 
A ee eng alieanib ne Break ob nave tecdigntacnciiniinlaoeasen 123, 329, 000 
Senn nn pen It NU oo celiac 107, 973, 000 
SIR I a alacant cen hese mcpilhapiisinsSibdecatns meus inie 87, 276, 000 
Smee bore COMEDY OL CRI OFM 8 o on enter sewn teenan 48, 397, 000 
er 8 bat ae lena ale lb eimbiie ce cara lai: ai ey I nea 27, 701, 000 
General Petroleum Corporation of California___.____.____-___-____-~ 27, 540, 000 


IM A eis at clini 597, 287, 000 


1 Figures taken from statistics furnished by the Office of Defense Mobilization. 
2See appendix for figures broken down in detail by date granted, locations, and net 
amounts granted. 


Senator Nery. At this point may I interrupt you to ask if you 
know whether any of the refiners on the west coast that are now with- 
out the means of keeping themselves busy were constructed under the 
provisions of the law, the writeoff provisions of the law, to which 
Senator Carroll has just referred ? 

Mr. Morison. Senator Neely, I am sorry to say I don’t know that. 
I don’t know what the facts are. But I will certainly, since you in- 
quire about that—and I think it is an important aspect—I will cer- 
tainly find out, and if the chairman will permit me, I will report back 
either to you or the staff. 

Senator Nerey. If you find the facts, will you put the facts of the 
matter in the record ? 

Senator Carrott. Mr. Chairman, the point I want to make on this 
is that most of the certificates of necessity are based upon the defense 
needs of this Nation. Now, the pipeline under consideration, I would 
assume, could establish the need hor a certificate of necessity. The 
question arises as to whether or not it would be entitled to a certificate. 
Therefore, that leads us to the question whether the encouragement 
of monopolistic practices is necessary to a sound domestic economy. 
I make no judgment on this, but I think on this question we may have 
to take another look into the military’s determination about essenti- 
ality. 

That is the reason I would like to have it inserted in the record. 

Mr. Mortson. Thank you, sir. 

Shall I resume? 

Senator O’Manonery (presiding). The Chair would like to make a 
statement which has a bearing upon what has just been said by Senator 
Carroll and Senator Neely. 

Earlier in the day I read into the record the names of the defendants 
in a pending suit under the Sherman Act against a group of oil com- 
panies operating as refiners on the west coast. One of these is the 
Standard Oil Company of California. Everybody that knows any- 
thing about the oil and the Government remembers the story of the 
Elk Hills reserve. That was the famous naval oil reserve which, with 


the Teapot Dome oil reserve in the State of Wyoming, were leased 
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respectively by the Secretary of the Navy and the Secretary of the 
Interior; one, the Teapot Dome, to Sinclair, and the other to Mr. Do- 
heny and the company that he represents. 

This is still a producing naval reserve. According to information 
which has come to the chairman of this committee from the president. 
of the Independent Refiners Association of California, a large quan- 
tity of oil, some 16,000 barrels daily of Navy crude from the Elk Hills 
reserve, was offered for sale by the Navy in 4 different lots. 

It was done at the time that independent refiners were expected 
to bid, because the Government has its daily policy of encouraging 
the participation of small independent corporations in the contracts 
of the Government. 

The three independent bidders were Rothschild, Douglas, and Mo- 
hawk, the bid being the market price plus a bonus. These bonuses 
varied at the time, but they were the high bidder over the Standard 
of California. According to this information the committee has 
from its study of the matter, after the bids had been opened and the 
Standard of California knew what the bids of the independents were, 
the Navy called for an auction. 

The three independents bid the market price plus a bonus. Then 
the Standard Oil of California bid for all 4 allotments by averaging 
the bids of the other companies and there seemed to be a disposition 
in official circles to grant the entire quantity of naval crude to the 
Standard of California, eliminating the 3 independents. 

Senator Negety. As I recall, the Secretary had both the Elk Hills 
and the Teapot Dome reservation transferred to him for the sole 
purpose of letting these big people in. 

Senator O’Manoney. That is right. They were transferred from 
the Navy Department by Secretary Fall, and Secretary Fall made the 
exclusive lease to Doheny and his corporation for Elk Hills and to 
Sinclair Corp. for the Teapot Dome in Wyoming. The two leases 
after long litigation were canceled. But here the fact is, apparently, 
that instead of awarding the contract to the high bidder, which were 
the independent refiners on the respective lots, the Navy Department 
has under consideration the possibility of awarding the contract as 
a whole unit to Standard on an average of the prices offered by the 
others. 

That, in my judgment, is not a high bid. It is only a device whereby 
the large corporation which operates not only in Elk Hills, but also 
in Saudia Arabia, is getting the oil from the naval reserve. 

I wanted to be sure, and when I was called from this room, it was 
to talk to the head of the Antitrust Department to make certain 
that the Antitrust Division had this information. I am glad that. 
it has the information. 

The contract has not yet been awarded. This committee will take 
the necessary steps today to contact the Navy Department and find 
out upon what theory of allowing the independent refiners to par- 
ticipate in the contracts of the Government, this contract may be 
awarded to the Standard of California. 

I am reminded of the fact that the independents have been required 
to put up a performance bond of $2 million, thus indicating that the 
award of the oil to the independents and their apparently highest bid 
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would have been a guaranteed performance, according to the require- 
ments and specifications of the Navy. 

You may proceed, Mr. Morison. 

Mr. Morison. Thank you, Mr. Chairman. 

I just adverted to the west coast case, and I want to take the Govern- 
ment’s cartel case. 

On the broader stage, the Government, in 1953, filed a civil antitrust 
suit against the major oil companies of the wor ld, alleging, among 
other things, that these companies controlled in excess of 80 percent 
of the world’s crude oil reserves, that they owned virtually all pipe- 
lines outside the United States, that they controlled 55 percent of the 
refining capacity of the free ‘world and two-thirds of the world’s 
privately owned tanker fleet. The complaint alleged that, beginning 
in about 1928 and continuing to the date of the sutt, these companies 
have been engaged in a conspir acy to restrain interstate and foreign 
commerce of the United States in petroleum and petroleum products. 
This case is still pending. 

Despite the antitrust cases which have been disposed of or are now 
pending, the oil industry continues to be dominated by the continuing 
monopoly which operates at all levels of production, transportation, 
refining, and distribution. The Attorney General of the United 
States, : as recently as September 1, 1956, in a report to the Congress 
had the following to say about this industry : 

The giants of this industry are among the largest industrial organizations in 
the world, and their operations are highly integrated. A major oil company 
will typically operate at all levels of the industry, from preliminary exploration 
through production and refining to the marketing of hundreds of oil products, 
As one student of the industry has remarked: 

“There are two outstanding features of the business organization of the 
petroleum industry. It is integrated to a unique degree among major industries, 
and it is made up in the main of large-sized business units.” 

Against this background of the size and integration of this industry, it may 


be significant to note that the industry as a whole has had a long history of 
antitrust litigation. 


In no aspect of the industry has the monopoly of the few been so 
all-inclusive as in the case of crude-oil pipelines of the Nation, which 
are all but 100 percent owned or controlled by the major oil companies. 
There are no significant independent crude pipelines. In that con- 
nection, members of this committee will recall he: rings conducted in 
1955 upon a complaint made by Mr. Wiley Moore, now dec eased, 
against the Shell Oil Co. and others in connection with Mr. Moore 'g 
efforts to finance and construct an independent crude oil pipeline 
from Glendive, Mont., to Guernsey, Wyo. 

I appeared as counsel for Mr. Moore in the congressional hearings, 
and I was amazed and shocked by the testimony of Mr. H. S. M. Burns, 
the president of Shell, who was asked the policy of his company with 
reference to the ownership of pipelines. He first candidly admitted 
that of approximately 170,000 miles of crude pipelines of the Nation, 
all are owned or controlled by the major oil companies. He was then 
asked whether this pattern of ownership of pipelines by major oil 
companies was a characteristic pattern. He replied that it was. He 
stated that this policy was that pipelines be owned by “people who 
have interests at both ends of the line.” 

He finally stated: 
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Well, I don’t think it should be dignified by the name “policy.” I am quite sure 
it is not written down in any book. It just seems to be business. 

This practice which Mr. Burns calls “business,” and which assuredly 
is not written down in any book, is the conspiratorial barrier which has 
stood in the path of Mr. Glasco and the West Coast Pipeline Co. and 
of any other independent organization that tried to build an inde- 
pendent pipeline. It is that rule of business which Mr. Burns unfor- 
tunately permitted to slip from his lips which thrusts gigantic stum- 
bling blocks in the roadway of anyone who would seek to supply the 
economic needs of any region of the United States for the transporta- 
tion of petroleum at a reasonable price. 

Mr. McHven. Mr. Morison, you speak here of the fact that there 
are no independent pipeline companies, the major pipelines controlling 
just about 100 percent of all the pipelines in the United States. 

Mr. Mortson. That is right, sir. 

Mr. McHven. Do you know whether or not any antitrust suits have 
been brought against the control of the major pipelines over this 100 
percent of the pipeline distribution ? 

Mr. Mortson. I know of none, sir. 

Mr. McHvuen. Has there ever been any information brought to 
your attention concerning refusals by any of the major companies 
owning pipelines to transport oil of independent producers ? 

Mr. Morison. There is testimony, Mr. McHugh, in the hearing to 
which I referred, Mr. Moore’s hearing before the subcommittee, to that 
effect. I believe this committee has heard some testimony from oil 
people in both Oklahoma and Texas giving the background of this 
control with reference to the ability of an independent to use the 
facilities of the pipeline. 

Now let’s don’t be misled. Burns said—and he reflects the policy 
of the major oil companies—oil pipelines have got to be owned by 
people who have interests at both ends—meaning you have got oil 
production, wells, and refineries, and distribution facilities for prod- 
ucts. Those pipelines are built, significantly, to carry the oil of the 

majors who build the pipelines. And this thing of saying that such 
pipelines are substantial avenues of transport ation, free avenues of 
transportation for independent crude, is nonsense. 

I remind you, Mr. Chairman, in connection with the hearing about 
Mr. Moore’s complaint, that when Mr. Moore, who had spent thousands 
of dollars engineering this project upon the assumption, after having 

talked with the Shell people, that if he built a line—he asked no 
guaranty—these companies as a matter of economics would have to 
use his line, within less than a year after that, without any advice to 
Mr. Moore, Shell Oil Co. determined that it was going to build that 
line itself. 

And what did it do? It took the major independent in that Willis- 
ton Basin area and signed them up as minority stockholders. Need I 
go any further to illustrate to you the point that you are referring to? 
It seems to me that that demonstrates what happens. It is not a free 
roadway, because it is preempted by the predominant oil supply of 
the majors who build it. 

Senator Carrotu. Mr. Morison, does the record have the names of 
the companies who owned the 170,000 miles of crude pipelines—you 
state that all are owned or controlled by the major companies? 
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Mr. Morison. I don’t have their names, sir. But I think if you 
could combine the defendants in the Government world oil cartel 
suit and the defendants in the Government suit against the west coast 
majors, you would have about the substantial ownership of pipelines 
in the Nation. And you would also, I might say, have the ownership 
of the pipelines anywhere in the world, because they are the same 
folks. I will give you those names again. 

Senator Carrot. This report by the Federal Trade Commission 
sets forth this one sentence, which I think is significant, if true: 

“Tt is noteworthy too that all of the important pipelines outside of 
the United States are owned by the same seven oi] companies.” 

Did you have occasion to go into that in your suit with Mr. Burns? 

Mr. Mortson. I did not sir. I didn’t mention who they were. But, 
as you have indicated, and as I surmised, if you take the defendants 


and you can name them, Standard of New Jersey, Guif, Standard of 


California, Socony-Vacuum, the Texas Co., Gulf Oil, Richfield, Gen 
eral Petroleum, Union Oil, Shell, Tidewater Associates—you will find. 
I think, that those people own or control all the pipelines in the world. 
Now I may be wrong, but I think I am accurate. 

Senator Carro.tu. This record also shows Anglo-Iranian and Dutch 
Shell. 

Mr. Morison. That may beso. This is the consortium arrangement. 

Now with this background, Mr. Chairman, I would like to point 
out the obvious fact that the proposal of West Coast Pipeline Co. to 
build its pipeline is a significant threat to the oil monopoly of the 
west coast and an incidental threat both to the oil monopoly of the 
United States and to the world monopoly. 

If this pipeline were built, because the Government determined it 
was required by defense needs, and in furtherance of its policy to en 
courage competition, then the building of that line would encourage 
other outsiders to build pipelines where simple economics demon 
strated the feasibility and need for it. I emphasize that one of the 
significant elements of monopoly control in oil it the transportation 
of this committee. It is one of the elemental bases of the oil monop 
of this committee. It is one of the elemental bases of the oi! monon- 
oly—control of transportation. 

Now without knowing, of course, what conversations were had 
among the officials of the seven west coast majors, because, as Mr. 
Burns says, those things are not written down in a book, I think we 
can assume that they immediately put their minds to devising a plan 
to prevent this pipeline from being built. 

What did they do? First, they had to prevent our company from 
securing private financing, and secondly, they had to prevent the Fed- 
eral Government from issuing a certificate of essentiality. 

To prevent private financing as was pointed out, was a fairly simple 
matter. As we have indicated earlier, private financing was not avail- 
able to us without an agreement from the west coast majors to buy 
or pay the transportation charge of a fixed amount of the oil at the 
California end of our line. Thus, they simply refused to make any 
commitment. And the terse letters that are filed as exhibits in the 
House Armed Services Subcommittee hearing will indicate the atti- 
tude of these people as to our suggestion that they might want to use 
our pipeline. Thereby, they won that round with ease. 
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The west coast oil monopoly had a somewhat more difficult job in 
blocking our efforts to obtain a certificate of essentiality. However, 
they first utilized the assets they have traditionally. enjoyed in the 
Federal Government. The west coast majors had officials or ties 
with other major oil company ofticials who were either members of 
the National Petroleum Council, the Military Petroleum Advisory 
Board, the Foreign Petroleum Supply Committee of the Office of 
Oil and Gas of the Department of the Interior or subsidiary panels 
or subcommittees of these Government petroleum advisory bodies that 
surround the Department of the Interior. 

Our proposal was referred to some or all of these industry advisory 
bodies for recommendation. Their people “reviewed” the proposal— 
their people, the people who don’t want 1t—and set forth their version 
of the facts aa their conclusions, knowing that the Government 
agencies concerned could not very well grant the certificate upon the 
record they created. 

The agencies of the Government that participated in considering 
our application for a certificate of essentiality were: The Petroleum 
Administration for Defense, the Office of Oil and Gas of the Depart- 
ment of the Interior, the Petroleum Logistics Division of the Office 
of the Secretary of Defense, and the Office of Defense Mobilization. 

The Office of Oil and Gas of Interior and the Petroleum Adminis- 
tration for Defense, which existed during the Korean emergency and 
until April 1954, have been the offices to which other Government 
agencies and departments of Government have looked for technical 
assistance and expert advice on oil matters. 

For example, Dr. Flemming, the Director of Defense Mobilization, 
since resigned, who had the final responsibility for passing upon our 
application, has stated that he did not have an oil expert on his staff 
and relied on the Department of Interior to give him technical staff 
help in that field. The Office of Oil and Gas of Interior and, during 
its existence, the Petroleum Administration for Defense have been 
the conduits through which, on the one hand, the Government passed 
requests for facts and advice to the oil industry, and on the other 
hand, through which the industry has been able to dictate govern- 
mental decisions about oil. 

Grouped around these agencies is a vast complex of industry com- 
inittees, subcommittees, panels, and task forces dominated by the major 
oil companies. 

The Defense Department, through the Joint Chiefs of Staff, pro- 
jects the oil requirements for the next year, which they envision, but it 
is the oil industry that tells the Government, through the Office of 
Oil and Gas of Interior—a small body of less than 10 or 12 civil 
servants—how and in what manner the oil required by defense will 
be supplied. 

The Office of Defense Mobilization makes no independent inquiry. 
That office simply reviews the record made by the Office of Oil and 
Gas and the Department of Defense. The Office of Oil and Gas and 
its industry committees is the real place of determination of govern- 
mental decisions as to oil. 

In_ reviewing the action of these governmental groups, I am re- 
minded how prone we are to forget even recent history. 
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And I am indebted to you, Mr. Chairman, for reminding us about 
Teapot Dome and Elk Hills. I was pretty young when that happened, 
but it is a part of history that we forget. 

The domination of governmental processes of decision in oil has 
a history that began in World War I with the formation of the Na- 
tional Petroleum War Service Committee. At the end of the war, 
that Committee became the American Petroleum Institute and func- 
tioned until World War II as an industry instrument to achieve limi- 
tation of oil production to stabilize prices. 

In World War II, the Petroleum Industry War Council—later the 
Petroleum Administration for War—emerged, composed of 72 mem- 
bers—and it is of interest to see who those people were—of which 49 
were directors of the American Petroleum Institute, 24 were members 
of the institute’s executive committee, 30 were officers of major oil 
companies, 39 were involved in past or pending antitrust cases, and 
36 had been fined by United States courts. 

Mr. McHvuenu. Mr. Morison, are you familiar with the Military 
Petroleum Advisory Board ? 

Mr. Mortson. We have tried to get from the public record, Mr. 
McHugh, the composition and membership of that committee. But I 
unfortunately have not been able to get the names. But I would 
suspect if we found it that we would find that there is a significant 
membership on that Petroleum Military Advisory Committee from 
among the major west coast companies. 

Mr. McHven. Will you tell us what the function of the Military 
Petroleum Advisory Board is; as you know it? 

Mr. Morison. Well, I would like to refer the committee to this 
record made in the Antitrust Subcommittee of the House Judiciary 
Committee in the 84th Congress, part IV, series 12, page 2380. And 
this is what is said about it: 


Military Petroleum Advisory Board. The Secretary of the Interior estab- 
lished this Board in March of 1947 to serve as expert adviser to the military 
and Department of the Interior on highly confidential petroleum preparedness 
and mobilization matters. During the existence of the Petroleum Administra- 
tion for Defense its functions were performed by that agency. 

The Secretary of the Interior restored this board to active operating status 
as of April 30, 1954. The MPAB is composed of 24 members who are technical 
experts in domestic and foreign petroleum production, transportation, and re- 
fining, as well as other phases of petroleum industry operations and gas in- 
dustry operations. Panels for production, refining, transportation, and require- 
ments will be set up, having committees and subcommittee in each of the five 
PAD districts of the Nation, or national committees. More than 250 persons 
serve on the Board, its panels and committees. 


Mr. McHven. Do you know, Mr. Morison, whether or not the views 
of the Military Petroleum Advisory Board have been requested ? 
Is the Board being consulted in connection with the application pend- 
ing before the Office of Defense Mobilization ? 

Mr. Morison. Yes. That appears in the record of the Armed Serv- 
ices Committee, in the summary of the unclassified testimony of Dr. 
Flemming when he was asked to say why the Government didn’t give 
the certificate in that—unless my recollection is faulty he refers to 
the advice given by the Petroleum Military Advisory Board. 

Mr. McHueu. Mr. Chairman, I think at this point it might be 
pertinent to insert in the record the membership list of the Military 
Petroleum Advisory Board which was furnished to this subcommittee 
by the Interior Department at our request. 








EMERGENCY OIL LIFT PROGRAM 1569 


Senator O’Manoney. It is an appropriate place for it. The letter 
from Mr. Stewart submitting this list which is dated March 20, 1957, 


and the entire list, which is dated April 15, 1955, will be made a part 
of the record. 


(The letter of March 20, 1957, and the list dated April 15, 1955, are 
as follows:) 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF OIL AND GAS, 
Washington, D. C., March 20, 1957. 
Mr. WATSON SNYDER, 
Consultant, Antitrust and Monopoly Subcommittee, Committee on the Ju- 
diciary, United States Senate, Senate Office Building, Washington, D. C. 


Dear MR. SNybDER: Enclosed is a copy of the membership list of the Military 


Petroleum Advisory Board as of April 15, 1955, in accordance with your request 
of March 18. 


Sincerely yours, 
H. A. Stewart, Director. 


MILITARY PETROLEUM ADVISORY BOARD MEMBERSHIP LIST 


Argyle, William R., Sinclair Refining Co., 600 Fifth Avenue, New York, N. Y. 

Batzell, Elmer E., 201 Shoreham Building, 15th and H S.reets NW., Washington, 
D. C. 

Benedum, Paul G., Hiawatha Oil & Gas Co., 223 Fourth Avenue, Pittsburgh, 
Pa. 

Brazell, Reid, president and general manager, Leonard Refineries, Inc., East 
Superior Street, Alma, Mich. 

Carson, John H., vice president, the East Ohio Gas Co., Cleveland, Ohio 

Coleman, Stewart P., director, Standard Oil Co. (New Jersey), room 2964, 30 
Rockefeller Plaza, New York, N. Y. 

Davidson, George A., director and vice president, Standard Oil Company of Cali- 
fornia, 225 Bush Street, San Francisco, Calif. 

Davis, C. E, vice president, refining, Shell Oil Co., 50 West 50th Street, New 
York, N. Y. 

Duce, J. Terry, vice president, Arabian American Oil Co., Shoreham Building 
15th and H Streets NW., Washington, D. C. 

Foley J. W., vice president, the Texas Co., 135 East 42d Street, New York, 
mY. 

Holaday, W. M., Socony-Vacuum Oil Co., Inc., 26 Broadway, New York, N. Y. 

Jameson, Minor S., Jr., assistant to the president Inde; endent Petroleum Asgsso- 
ciation of America, 1110 Ring Building, Washington, D. C. 

Keeler, W. W., chairman, Military Petroleum Advisory Board and vice president, 
Phillips Petroleum Co., Bartlesville, Okla. 

Ludwig, D. K., president, National Bulk Carriers, Inc., 380 Madison Avenue, 
New York, N. Y. 

Majewski, B. L., president, Great American Oil Co., 855 West Evergreen Avenue, 
Chicago, Ll. 

Marshall, J. Howard, Signal Oil & Gas Co., 1010 Fort Worth National Bank 
Building, Fort Worth, Tex. 

Mather, George L., director, manufacturing and research department, Cities Serv- 
ice Petroleum, Inc., 60 Wall Tower, New York, N. Y. 

McGranahan, R. D., vice president, Gulf Oil Corp., Pittsburgh, Pa. 

Nelson, Richard E., Jr., general manager, cruue oil supply and products pipelines, 
Standard Oil Co. (Indiana), 910 South Michigan Avenue, Chicago, III. 

Rubel, A. C., vice president, Union Oil Company of California, Union Oil Build- 
ing, 617 West Seventh Street, Los Angeles, Calif. 

Snodgrass, C. Stribling, suite 707, Washington Building, 15th and New York 
Avenue NW., Washington, D. C. 

Spahr, Charles E., vice president, transportation department, Standard Oil Co. 
(Ohio), Midland Building, Cleveland, Ohio 

Warren, J. Ed, vice president, the National City Bank of New York, 55 Wall 
Street, New York, N. Y. 

Webber, Charles E., assistant manager, natural gas department, Sun Oil Co., 
1608 Walnut Street, Philadelphia, Pa. 
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Mr. Morison. Mr. Chairman, I would like as an advocate to point 
out that the list that has just been submitted is the first knowledge I 
have had of the composition of that committee, which indicates that 
it was never made public. There are five west coast majors that are 
defendants in the antitrust suit with vice presidents or chief executive 
officers who are serving on this Military Petroleum Advisory Board. 
And in the light of what I have said about the opposition of the 
monopoly on the west coast to this, this is just, exactly like the old 
Texas saying, “We are going to give him a fair trial and hang him,” 
if that comment is proper. o's! 

Senator O’Manoney. The defendant, however, is the Constitution 
of the United States of America, in this case. 

Mr. Morison. Unfortunately. ee 

In 1943, the House Naval Affairs Subcommittee, having investi- 
gated a flood of complaints about wartime oil administration, reported 
on October 5: 

The Office of Petroleum Administration for War promulgates regulations for 
the conduct of the industry with advice and counsel of the Petroleum Industry 
War Council and the district committee; all of these are made up, in large 
degree, of executives and employees of the major oil companies. The regula- 
tions are enforced by administrative denials of permits, etc., under a multitude 
of orders controlling every action in the industry * * *. The PAW was criti- 
cized by nearly every witness who appeared before the subcommittee for its 
bungling * * * and its favoritism to the large oil companies, whose employees 
predominately man the PAW * * *. Furthermore, it is the opinion of this sub- 
committee that these committees have been entrusted with too much power and 


have been biased in their exercise of this power in favor of the major oil 
companies. 


The pattern has not changed, gentlemen. 


Thus there has been discrimination against the weaker independent members 
of the industry under the guise of furthering the war effort. 

The widespread complaints received by Congress of the dictation of 
unfair and inequitable governmental decisions by major oil companies, 
particularly as to the gouging of the Navy during the height of the 
war as to Middle East oil, as the members of this committee will recall 
resulted in extensive hearings by a special Senate committee and the 
issuance of a report in 1948 about that investigation. 

The report of that committee confirmed the domination and dicta- 
tion of governmental decisions concerning oil by certain major oil com- 
panies during the war and concluded that, because of this, the Govern- 
ment had been forced to make overpayments for oil for the Navy to 
the extent of from $30 million to $38 million and recommended strict 
control over future oil administration by the Government. 

Now, that was oil sought to be procured at the height of our World 
War I effort. 

The National Petroleum Council was established in the Interior De- 
partment in 1946. The major oil companies dominated the council 
and its subsidiary bodies. About half of the members represented 
companies which had been prosecuted criminally and civilly for anti- 
trust violations and 13 of them had been individual defendants in 
criminal antitrust cases and had either been convicted or fined on pleas 
of nolo contendere. 

Because of the flood of complaints, committees of the Congress have 
found it necessary to probe into the operations of the National Petro- 
leum Council, and their findings have been, to say the least, most 
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shocking. As a matter of fact, an inquiry conducted in 1956 by the 
Antitrust Subcommittee of the House Judiciary Committee produced 
documents which reveal how the representatives of the oil industry 
operate under the cloak of Government, and indicate the probable man- 
ner in which they dealt with the west coast pipeline project. 

Included in these documents were the minutes of a meeting of the 
National Petroleum Council on September 29, 1953, which included a 
discussion of many things, one of which was a proposal from the Office 
of Defense Mobilization based upon findings fe oth Joint Chiefs of 
Staff to increase pipeline capacity from the gulf coast to the east coast 
for national defense. The position of the oil industry in its dealings 
with Government was clearly revealed in the statements which went 
into those minutes. 

Thus, P. C. Spencer, president of Sinclair Oil Corp., in speaking of 
the proposed east coast pipeline, talked in cold terms of maintaining 
the “price structure” (which, I may say parenthetically, is the oil 
industry’s way of saying that the consumer isn’t entitled to competi- 


tion in pricing the products he buys), and had these enlightening 
words to say : 


Now, about this proposed pipeline, the product pipeline which is to start some- 
place along the Gulf of Texas, and go to Ohio, and then to the Atlantic coast. 
As of today, without being engaged in a war or in any great defensive operation, 
I think we need this pipeline as much as I need a fifth or sixth or seventh wheel 
on my automobile. We have, I am sure, adequate supplies of all petroleum 
products on the Atlantic coast, and I think most of you will agree with me that 
they are much too adequate in many respects. 

As to what our needs may be for a products pipeline that can carry from 
600,000 barrels per day to a million barrels per day in case of war emergency, 
I grant all respect to our experts, but in the end only time and the event will 
determine what is necessary at that time. 

I want to say this, that as important as standby facilities may be in the 
petroleum industry, even more important, gentlemen, is the good health of 
our industry. The surpluses in our industry are an anathema, as you know. 
That applies to all industry, but I think we are particularly sensitive to it, 
or at least I feel that way about it. Surpluses not properly handled or con- 
trolled are an anathema because they have a way of destroying price structures, 
they have a way of breaking down progress, and they can destroy an industry. 
It certainly would be a tragedy, gentlemen, to attempt to protect our national 
security by building up standby facilities which in the end make the industry 
so feeble it could not do the job in any event. 

I am talking particularly here about standby pipeline facilities. It applies 
with equal force to standby tanker facilities, standby refining facilities, standby 
storage, and, if you please, standby production. It applies all through the line. 

I am glad the subject came up, because I want to make a suggestion to our 
friends from the Government here, from the Department of the Interior and 
the Department of Defense. If we are going to go into this thing let us go 
at it in a realistic fashion. Let us have a study and investigation of this whole 
subject to see how it can be done without killing the goose that lays the golden 
egg. That is the danger. 

True statesmanship, gentlemen. 

The frankness with which Mr. Spencer spoke brought a hasty 
and apologetic explanation from Joseph A. La Fortune, the then 
Deputy Administrator of Petroleum Administration for Defense and 
who came from Warren Petroleum Co., which I believe is now a part 
of the Gulf Empire. 

Mr. La Fortune had the following to say: 

Gentlemen, this was given to you today to let you know that a certain amount 
of interest is being developed here in Washington toward the possibility of 
some pipeline. Our defense mobilization heads think in terms of tankers being 
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sunk in the event of war. All these tankers that move from the gulf coast to 
the east coast carrying the necessary crude oil to our east-coast refineries are 
subject to being sunk like they were in the last World War. They are cer- 
tainly not going to come to you and ask you to do this, to put in a pipeline of 
a million barrel capacity, or two pipelines of that capacity, if it is something 
that is not practical. They are putting it out to you to see whether any of 
you might be interested in setting up something that would be operating during 
peacetime, built during peacetime, and operated successfully and profitably, 
and have that facility available in the event of an emergency. 

If you find upon study that it is not practical, you will take care of it just 
like you do everything else. You will forget about it. If others find that 
they can set up a profitable products line and operate it successfully, I see no 
reason why it should not be operated. It adds to our transportation facilities. 


Not content with this, Mr. La Fortune went on to add: 


I assure you that our Government is not trying to ask you to do something 
that is unprofitable or would be unsuccessful, 


and 
If it is unpractical gentlemen, you can forget about it. 


The same meeting produced an interesting word picture of the dis- 
dain with which the oil industry holds the views of those in the Gov- 
ernment, civilian or military, who differ with the industry. Robert 
E. Wilson, of the Standard Oil Co. (Indiana) put it in these terms: 

* * * They say this request came from the Defense Department and that PAD 
can’t go back of that. Actually if you looked into it, you would likely find that 
a few colonels sitting around in a staff capacity got out a report and passed it on 
to the brass. But I do not think it represents a balanced view of intelligent and 
informed men as to what would probably happen in the event of another war, 
or what we should do about it. 

I call your attention to Mr. Glasco’s testimony about the plight of 
Colonel Brown, who during the Korean emergency reported to his 
superiors, since he was buying oil for the military, that it was costing 
the Government a million dollars a month to transport oil to the west 
coast by tanker and by tank car railroad operation, and urging that 
this pipeline be built. He got squ: seal And he is the kind of fellow 
to which our friend, Mr. Wilson, refers. 

In the light of this discussion, which went on at a meeting of the 
National Petroleum Council when an east coast pipeline was discussed, 
it is not difficult to imagine what the powers of the oil industry had 
to say when they talked of plans for a west coast pipeline. 

I shall not review the voluminous record on this subject. But, I 
refer you to memoranda which were filed by the Antitrust Division in 
1955, with the Antitrust Subcommittee of the House Judiciary Com- 
mittee, volume 3, pages 2220 to 2229, which detail the manner in which 
the major oil companies dominated governmental action. 

The record makes it clear beyond any shadow of doubt that the 
Government of the United States, from 1917 to this day in times of 
war, national emergency, and even in times of peace, has found it 
a sy to make ‘indepe ‘ndent decisions in the public interest with 
reference to oil. Instead, decisions have been made for the Govern- 
ment by the very industry presumed to be regulated. 

Now, that is the shocking thing that comes out of this investigation. 

A recent example, of course, is what has happened with reference 
to the Mideast oil situation. This committee has carefully covered 
that ground in these hearings and has seen who is making Government 
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policies and how it isdone. And I am not going to belabor this com- 
mittee with any comments about it. 

With this background, I think we can see why the west coast oil 
monopoly has fought our proposed pipeline every inch of the way. 

What are these reasons? 

They are: 

(1) To use their ownership of worldwide and integrated oil prop- 
erties in such manner as to afford the highest overall profits to their 
integrated operations. 

(2 2) To support, in the west coast area, their area of domination, the 
policy of all major oil companies to control crude pipelines and to 
prevent the construction and ownership of such lines by outsiders. 

(3) To maintain their domination and control over independent 
refiners and producers on the west coast, which domination would be 
threatened if this independent source of oil and this independent 
pipeline were built and put into operation. 

Senators, we are in dead earnest about our efforts to build this 
pipeline in spite of all the forces of monopoly that have been arrayed 
against us. We are in dead earnest. We say frankly—we are not 
here under false colors—that we are businessmen and that we seek 
to make a profit. But at the same time, we are deeply convinced 
what we are fighting for is important to our country’s welfare and 
safety. 

If we fail—if this pipeline is not built—it may well mean the 
difference between the ability to supply a fair share of the staggering 
oil requirements needed to defend the Nation in time of war, and the 
west coast in particular, the difference betwen that and the writeoff 
of the west coast and its vital defense plants. If we win, our victory 
will help to bring to the people of the west coast a free and competi- 
tive market for oil and oil products to meet the growing demand 
for this basic fuel. 

I firmly believe that, if permitted, the Government attorneys that are 
trying that oil suit on the west coast will tell you that the construc- 
tion and operation of this pipeline is going to be more effective in 
curbing the monopoly than any decree that could be issued by the 
court out there, assuming the ‘Government wins its case. 

Our fight to build this pipeline is part of a larger fight—it is a 
fight to break the stranglehold of monopoly which now pervades 
every aspect of the oil industry. It is a fight to help the independent 
refiner on the west coast get a source of crude oil that is not con- 
trolled by monopoly. It is a fight to help the independent producer 
in Texas and New Mexico find” an outlet for his oil that is not con- 
trolled and shut off by monopoly. 

This committee has we the independent producers of Texas and 
Oklahoma testify how they have no outlet except the pipelines of 
the major oil companies. You have heard them testify how this 
results in shut-in production and unprofitable operations for the 
independent. This is a concrete and specific example of the oil 
monopoly at work. It is a concrete and specific example of how by 
controlling the means of transportation the oil monopoly effectively 
controls production. It is a concrete and specific example of how 
the giants use their monopolistic power to squeeze out the little man. 

With this example before you, we suggest that you may wish to 
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take concrete and specific action. In a sense the oil monopoly is like 
the weather—people have been talking about it for years but doing 
very little about it. We think it is time to do something, and we 
think the place to start is by breaking up the oil monopoly’s control 
over the means of transportation. The control of transportation is 
an essential part of the monopolistic web. If you can break that up, 
you will have made important progress toward establishing a free 
market and breathing the life of competition into the whole oil 
industry. 

To this end, we suggest to this committee that it recommend legis- 
lation prohibiting ownership of pipelines by oil producers and re- 
finers where such ownership is inconsistent with or tends to limit free 
competition in the transportation of oil by pipeline. Such legis- 
lation is not novel. The same concept is found, for example, in the 
law which prevents a railroad from transporting an article or com- 
modity mined or manufactured by it, or in which it owns any inter- 
est, direct or indirect. It is known as the commodity clause, and it 
is found in 49th United States Code Annotated, section 1 (8). 
Surely, if such a law is needed for the railroads in respect of com- 
modities generally, it is needed even worse in the case of the oil 
industry where monopoly is so all-pervasive. The mere accident 
that pipeline happen to be a more efficient means of transportation 
for oil than railroads, is no reason why it should be legal for the oil 
monopoly to transport its own oil by its own pipelines when it would 
be illegal for the same monopoly to transport the same oil by its own 
railroads, if it owned railroads. 

Mr. Chairman, I hope this committee will recognize the enormity 
of this monopoly situation and that this committee will grasp this 
opportunity to open the door to competition in the industry. 

r. McHveu. In that connection, I think it is an extremely im- 
portant suggestion you have made. I would like to go over it with 
you a little further and see what other ideas you have in mind that 
might be of assistance to the committee in deciding the type of legis- 
lation that might be appropriate. 

Do you suggest that there be a prohibition on the part of all pro- 
ducing and refining companies owning any interest in pipeline 
companies ¢ 

Mr. Morison. I do, sir. 

Now, if I may comment upon that, this matter has been discussed, 
as I understand it, many times by congressional committees. At one 
time it was recommended, I believe, by the executive department. 
There are a lot of things to be considered. But I am thinking in 
terms, first, that if you realize the basic necessity for control of trans- 
portation as a basic tool employed by the monopoly to maintain 
domination, if you realize how, by the instrument of the transporta- 
tion facility, no private independent oil discovery can ever come to 
fruition without coming to terms with the oil monopoly, then you 
begin to see how important it is. 

Now, my idea is to take the section 7 approach of the Clayton Act, 
because I can conceive of situations in which the ownership of a pipe- 
line by an independent producer and refiner might not be inconsistent 
with free competition in oil transportation but would enhance free 


competition. I think there has got to be some element of latitude on 
that point. 
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But it seems to me that a requirement, just as the railroads were 
required to divest themselves of coal properties, is needed. You 
know why the Commodities Act came about, Mr. Chairman. It was 
because the coal companies and the railroads—the Lehigh Valley 
situation—were building a monopoly that was absolutely controlling 
anthracite coal, and it spread to bituminous coal and other products. 
And I am sure, coming from a western area, you know very well the 
importance of that commodity clause to the western area. 

Now, we have got the same thing here. 

Mr. McHueu. Mr. Morison, do you think that section 7 of the 
Clayton Act itself is adequate to deal with the problem, or is new 
legislation necessary ¢ 

Mr. Morison. I do not, sir. I think that this has got to be specific 
legislation. And I think it has got to have legislative history. 1 want 
to hear all these oil companies come in and tell you why such a law 
is not necessary, because then you are going to make legislative his- 
tory, and in that process publish in great detail the extent of this evil. 
Such a law will not, of course, end the worldwide monopoly in oil, 
but it will go for in reducing the power of the monopoly. It is true 
that the Government in an antitrust suit can seek divestiture of pipe- 
lines, but very few cases present that opportunity and such cases take 
years to try. 

I want to call attention to the Government’s suit on the west coast 
of California. It was filed by my predecessor, in the Antitrust Divi- 
sion in 1950, and it has not yet come to trial, and it is not because the 
Government hasn’t tried to get it to trial. Now, think of the long 
time it takes to try an antitrust suit of which one aspect would be a 
prayer to divest the defendant’s pipelines. If this divestiture is going 
to be achieved, it has got to apply across the board. 

Senator Krrauver. Mr. Morison, you mentioned section 7 of the 
Clayton Act. The Clayton Act itself doesn’t apply to oil pipelines; 
does it ? 

Mr. Morison. It does not. 

Senator Krrauver. That comes under the Interstate Commerce 
Commission ? 

Mr. Morison. That is right, sir. 

My reference to the Clayton Act, Senator, was to point out that 
in the reverse situation, in the case of mergers, it is required that it 
be shown that such mergers will not be destructive of competition in 
any area. 

In other words, it doesn’t say mergers can’t come about, but it says 
those mergers which affect free competition shall be prohibited. And 
it seems to me that a law which just simply says, tomorrow all oil com- 
panies must get rid of their pipelines, may not be realistic, that there 
ought to be some determination in those situations where the oil prop- 
erties are actually failing to—are actually a part of a monopoly control 
and do constitute a bar to free competition. 

Senator O’Manoney. Mr. Morison, if you were to make the dissolu- 
tion or the divestment of pipelines dependent upon the findings by 
the Commission or the Bureau that a monopolistic combination existed, 
you would only postpone a solution of the problem; would you not? 


Mr. Morison. I agree with your sentiments 100 percent, Mr. Chair- 
man. 
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Senator O’Manoney. The point is that this should be approached, 
in my judgment, not as a matter of crime and punishment, because 
Congress itself is responsible for not having acted in full, and we 
can’t let any particular industry escape from it. But certainly we 
have learned enough, in my opinion, and speaking only for myself, 
in this hearing to know that the giant oil companies have the power 
of monopoly, and that power largely resides in their contro] of trans- 
portation. 

If the giant oil companies can control the pipelines and fix the 
prices of transportation that the independent must pay, if they can 
exclude the independent producer from the right of transportation in 
a pipeline, they have the power of life and death over independent 
competitors. In my judgment the power of life and death over any 
enterprise should not reside in private hands. 

The record which has been made before this committee shows that 15 
of the members of the MEEC, established to carry on the oil lift to 
Europe in which these companies had a pecuniary interest, were 
engaged in the worldwide business of producing, transporting, and 
selling oil in one form or another, and that they were also engaged in 
the domestic industry, in all its phases. 

It is interesting to know that in this suit to which I referred this 
morning the Government in its plea to the court for relief not only 
mentions pipelines but also mentions service stations and overland 
transportation of petroleum. 

No. 10 in the petition for relief reads as follows. It is on page 5: 

That if any defendant major company makes any crude oil trunk pipeline now 
or hereafter owned or operated by said defendant available for the use of any 
other defendant, said defendant major company shall make said pipeline availa- 
ble for the use of other producers or refiners on equal and nondiscriminatory 
terms and conditions. 

Now, obviously the purpose of that request is to provide that a pipe- 
line owned by any of these defendants cannot be made the exclusive 
property of the owners of the pipeline and the other defendants with 
whom they are alleged to have conspired to violate the law. 

Mr. Morison. Mr. Chairman, I would like to observe right there, I 
think to be factually right you have got to recognize that in the Cali- 
fornia case you are dealing with intrastate lines; there is no power of 
Federal regulation. 

Senator O’Manoney. That is right. 

Mr. Morison. But in the case of oi] companies—the oil companies, 
now, will tell you, as Senator Kefauver will remember in the Shell 
case, and Mr. Burns, they rely heavily upon the fact that they are 
subject to the Interstate Commerce Commission. 

Now, all that means as far as I have been able to find out, the Inter- 
state Commerce Commission is a receptacle for the filing of papers 
with reference to tariffs, it has never so far as I know ever raised its 
finger or inquired or done anything about the transportation of oil by 
pipelines. Its major preoccupation is in railroads and buses and 
trucks. But they say that that puts them under the obligation to oper- 
ate as a common carrier, and therefore that they must give access to 
independents to use on a pro rata basis their line. 

Well, I merely call your attention to the testimony before this com- 
mittee by the Oklahoma people, and by Mr. Moore in that Shell hear- 
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ing, that however they say they are subject to that law, no regulation 
has ever trounced them for failing to give free practical access to 
independents. 

Now, it may be that there is power in the Interstate Commerce Com- 
mission to compel transportation of the independents’ oil and investi- 

gate that, but so far as I am advised it has never been exercised. 
dinil if—-—- 

Senator O’Manonry. I am not talking about law on the statute 
books. We are really talking about law that ought to be written 
and placed upon the statute books. 

Mr. Morison. That is exactly right, sir. 

Senator O’Manoney. Because it is evident from the studies which 
have been made by the Attorney General’s Committee To Study the 
Antitrust Laws and submitted to this committee for c onsideration, and 
by the studies of various committees of Congress in the past, that we 
are dealing with an adjustment of a new situation which has pro- 
duced the integrated company w hich, by reason of its integration on 
a national or international scale, is a weapon designed and capable 
of destroying competition. 

If you w ant the same competition—and you really want the same— 
it seems to me the proper thing and the only successful thing to do is 
to take the weapon out of the hands of those who can use it against 
the public interest. 

This morning I told the story about the bidding for the Navy oil 
at Elk Hills Reserve in California. No. 16 of this ] petition for relief, 
the pending suit, says: 

That each defendant major be enjoined from discriminating against inde- 
pendent refiners, marketers, or distributors, in the making of exchanges of 
gasoline or other refinery petroleum products by imposing higher charges or 
more onerous terms on the independent refiners, marketers, or distributors who 


are parties to exchanges that are imposed upon defendants, or by giving prefer- 
ential treatment,— 


and so on. 


Here the United States in its petition is basing its request upon 
what it believes its ability to prove that the defendents do conspire 
to discriminate against independent refineries. 

I have been told—and this we are going into—that since the inde- 
pendent refineries may protest about the manner in which the bid 
for the Elk Hills oil was handled, the major companies have been 
dumping gasoline in the area affected so as to injure the independent 
refiner and punish him for having ventured to protest against a pro- 
posal to sell the oil to the high bidder, when the high bidding corpo- 

ration presented a bid based upon the average of the bids by the in- 
dependents. 

Then No. 17 of the petition : 


That each defendant major and each of its subsidiaries be required to divest 
itself of all right, title, and interest in all service stations or other retail outlet 
now owned by said defendant or subsidiary. 

This petition points directly to one of the other vicious results of 
integration, because an integrated company can deliberately suffer 
losses through one subsidiary while making profits in another in order 


to push competition out in a particular “field. We have seen that 
happen over and over and over again. 
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The unfortunate fact is that antitrust suits of this character take 
years to prosecute and get decrees. They have to go through all the 
courts from the beginning to the end. Where an independent is 
faced by a major company, the independent not having any integra- 
tion by which to finance its fight through losses in a particular sub- 
sidiary, is virtually at a Gaateiatuan: So the problem, it seems to 
me, is a problem of determining to what extent integration shall be 
permitted. 

For myself, I believe it is clearly proven by the evidence that we 
have had at this hearing that a corporation, like the Texas Co., or the 
Standard of California, or the Standard of New Jersey, which oper- 
ates upon a worldwide scale, with hundreds of affiliated and subsidiary 
corporations, with partnerships with other governments, and part 
ownership with corporations chartered by other governments, is not 
properly an agency to carry on the sale of gasoline to the consumer 
who drives to a filling station in an automobile. 

The alias of the corporate form gives the concentration of economic 
eeeey the opportunity to grow and to destroy what we have called the 

ree enterprise system of America. Personally, for myself, I think the 
time has come when we have got to act or see the Government fall 
completely under the control of giant integrated corporations not 
only in the petroleum industry but in several others as well. 

Mr. Mortson. I think that is a very good statement, Senator. I 
would like to put my signature on that. I think I know your attitude 
and the attitude of the other members of the committee, that ordinarily 
this committee, the one that is most cognizant of the antitrust laws, has 
not been in favor of tinkering with the Sherman Act, which by its 
broad general terms permits the kinds of development in the law of 
a free economic philosophy that this country must have. 

But in this case, as you have pointed out, Senator, this is a situation 
which is so urgent that we must recognize—regardless of the fact 
that we do not like to tinker with the antitrust laws—that if we are 
going to have relief in time of peril, time of giving our free economy 
what it is entitled to have in oil, only by specific legislation will we 
achieve that in our lifetime. 

And I am trying to underline precisely what you are saying. 

Senator O’Manoney. Thank you. 

Senator Keravuver. Mr. Morison, I was interested in your state- 
ment that you thought there should be a divestiture by the major 
companies of their pipelines, and a law passed to that effect. Except 
that that might adversely affect some small indevendents, or some 
small companies that had to have pipelines, I wonder if you or the 
experts, some of the men who are here with you today, have thought 
about the possibility of an exception in a law of that sort limiting the 
size of petroleum transportation for companies that have pipelines. 

Mr. Mortson. I have not given that any consideration, eaditon. 
But I think I am probably defeating what I as a lawyer have said, 
that there ought to be some way—reasonable leeway afforded in such 
a law which would work in the public interest. But when you reflect 
on the fact that all the pipelines of the world and all the pipelines of 
the United States are owned or controlled by the major oil companies, 
I think your problem becomes fairly simple. 

Now, if it was a fact that there were some independent fellows who 
had enough courage and enough agreeable bankers to help them build 
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pipelines, and they did have oil-producing properties and independent 
refineries, then the situation might call for some sort of a leeway of 
determination, just as the Attorney General has in considering a 
merger. ; 

But when you relate it to the fact which I have enunciated here, sir, 
why do you need it? All the pipelines—the only thing that I remem- 
ber from the hearing about Mr. Wiley Moore’s case against Shell was 
that Burns, the president of Shell, said he thought that some line 
called Buckeye might be independently controlled. I suppose he 
meant that maybe some independent people owned as much as 50 
percent.of the stock. Iam sure major oil companies have an mterest 
in it. 

Senator Keravver. I take it that the instance that you have is 
an independent trying to build a line when he can’t get any under- 
standing from the big companies as to what amount of oil, if any, 
he can transport through it or buy from it. The control over money 
is such that in the absence of any understanding or any agreement 
you can’t borrow money or float stocks or bonds to take care of it, so 
you are at their mercy on put-through agreements; is that. it ? 

Mr. Morison. Precisely right, sir. And I think it is interesting 
to note—— 

Senator Keravver. Is it your experience that they never will make 
these put-through agreements unless the building 1s going to be by 
one of the major oil companies? 

Mr. Mortson. Absolutely. And Mr. Burns in his testimony said 
that the policy of his company in refusing to make agreements with 
independent pipeline projects was because you are not going to give 
a oak throu agreement to some strange maverick, saying, “Why, 
how do we know whether he is a good operator or not ¢” 

Senator Krravuver. So there seems to be a general understanding to 
have no put-through agreements unless it is going to be operated by 
one of the major oil companies? 

Mr. Morison. Yes, sir. And Mr. Burns stated, Senator Kefauver, 
he said that it was the policy of the major oil companies to own or 
control—he said the policy not only of his company but the policy of 
all major oil companies—to own all of the pipeline facilities. It has 
to be owned, he said—now, here is how he identifies them—by people 
who have interests at both ends of the line. That means an oil com- 
pany large enough to own large producing properties and refineries 
at the other end of the line. And he said, that is not written down 
in the book, but it just seems to be the business. 

Well, it sure is the business. 

Senator Keravuver. Your point is that that is not true of railroads, 
it is not true of trucking lines, it is not true of any other means of 
transportation ? 

Mr. Mortson. That is right. 

Senator Kerauver. So you make it clear, why should it be true of 
pipelines? 

fr. Mortson. That is correct, sir. 

Now, whether it should be an amendment to the commodity clause 
law or not [ am not prepared at this moment to say. But I certainly 
think that—if this committee would like for us to do so, I would at- 
tempt to draft some legislation and submit it. 
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Senator O’Manoney. We are always open for suggestions, Mr. 
Morison. 

You may proceed. 

I can assure you that. before the task is completed we shall look 
farther into the phases which have been brought out today. 

You haven’t quite finished your statement. 

Mr. Morison. No, sir; I have only a short—— 

Senator O’Manonry. I wonder if you would be willing to have that 
inserted in the record. 

Mr. Morison. I will, sir. 


(The remaining portion of the prepared statement of Mr. Morison 
is as follows:) 


The Defense Production Act authorizes the issuance of certificates of essen- 
tiality uron a finding that such action is required for national-defense needs. 
In authorizing such action to promote the national defense, this same law spe- 
cifically provides that the requirements of military programs shall be carried 
on within the framework, as far as practicable, of the American system of com- 
petitive enterprise. Our proposal fully meets these tests. It should not be 
allowed to fail because one of its incidental effects is to loosen the grasp of 
monopoly. That fact should make it a double blessing. 

I point out to you the parallel which exists between our situation involving 
an oil monopoly and the aluminum monopoly which was in existence just prior 
to our entry into World War II. The members of this committee will revall 
that, desnite the antitrust suit against the Aluminum Company of America and 
the hope that a final decree would in time end that monopoly and open up oppor- 
tunity for new and greater production of aluminum at competitive prices, it 
was by reason of defense needs that the Government was able to get new pro- 
ducers into operation and, eventually, to create effective competition. It was 
the financial support given by the Government to new aluminum producers that 
made it possible for new competition in aluminum to come into being. 

In essence, we ask the Congress of the United States to use its gord offices, 
first, to inquire as fully as is necessary into the facts with reference to our 
application for a certificate of essentiality and, having satisfied itself of the 
truth of what we have said, that it bring to the attention of the Office of Defense 
Mobilization, the Attorney General, the Secretary of Defense, the Secretary of 
the Treasury, and the Secretary of Interior the need for this pipeline for defense 
and request that the refvsal to issue the certificate of essentiality be recon- 
sidered in the light of the facts, including particularly : 

(1) The importance that the proposal of the West Coast Pipeline Co. be 
reviewed and studied by full-time, compensated Government employees 
and not by WOC’s, special consultants or advisory groups drawn from the 
major oil companies; and 

(2) The importance that the views of the Antitrust Division of the 
Department of Justice be solicited and accorded proper weight in passing 
upon this application having due regard for the Government’s trad'tional 
antimonopoly position and the express provisions of the Defense Production 
Act of 1950, as amended. 


Mr. Mortson. I would like to just point out one thing, Senator, so 
you can hear my voice and see my eye. 

We are asking for the good offices of this committee to call to the 
attention of the executive department what we have said here about 
the burning down defense plight of the west coast, to call to the atten- 
tion of the Attorney General his obligation under the Defense Produc- 
tion Act to see to it that within the framework of the competitive 
system, which is the language of the Defense Production Act, that if 
he finds that this is going to break the monopoly, that he has an obli- 
gation to be for this project, and we ask that our application for a 
certificate of essentiality be reconsidered in the light of all of these 
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facts, and that the policy of free competition be acceded to, and that 
this certificate be granted to this company as early as possible. 

Senator O’Manoney. I have here a report on Sources of Supply of 
Oil and Other Petroleum Products for the West Coast of the Tbmited 
States for Military and Other Requirements, by a Subcommittee for 
Special Investigations of the Committee on Armed Services of the 
House of Representatives. It is dated December 14, 1956. 

It contains on page 3142 the following statement : 

On January 25, 1956, the subcommittee heard testimony from the Joint Chiefs 
of Staff, through Adm. Arthur W. Radford, its Chairman. 

Admiral Radford’s testimony and other testimony introduced at that hearing 


appears on pages 1173 through 1239 of the subcommittee’s proceedings. 
His conclusion was this: 


“We (‘we’ meaning the military establishments) would naturally like to see 
a pipeline from west Texas to the west coast as an additional military resource, 
but I am firmly convinced that eminently vital and overriding requirements in the 
premises exist in the opposite direction.” 

Mr. Morison. Correct, sir. 

Senator O’Manoney. Do you or any of those who are associated 
with you as witnesses this morning know what “vital and overridin 
requirements in the premises exist in the opposite direction” ceaat 

Mr. Mortson. Yes, sir. He is speaking of the east coast pipeline. 
And if you will recall the statement I read from the discussion of that 
by the petroleum advisory body of Interior you will see 

Senator O’Manonery. He was speaking of the pipeline from Texas 
to the west coast ? 

Mr. Mortson. He was; but he said the “violent overriding require- 
ments in the premises exist in the opposite direction”—I thought 
what you meant by the opposite direction, he is speaking of an east- 
coast pipeline. 

Senator O’Manoney. I see. I thought the words “in the opposite 
direction” were not intended to indicate a geographical direction but 
a logical or argumentative direction. 

Mr. Morison. Well, I have some private opinion about that, but 
I have no facts. 

But at this point I would like to say—I know we have got to ad- 
journ—what we are saying here and are prepared to prove, Mr, Chair- 
man, we have no quarrel with Admiral Radford, but the hideous fact 
about this is that his sources of information upon which a determina- 
tion was made that this pipeline is not essential came from the oil 
companies, and they have either misled him or did not give him all 
the facts. 

If you inquire into the facts of the west-coast oil situation upon 
which Dr. Flemming relied to demonstrate why the pipeline is not 
essential, every major point is untrue, every fact basis is untrue. The 
fact remains, 92 percent of the refinery capacity of the west coast of 
the United States is in California, southern California 

Senator O’Manoney. Would you be good enough to prepare a list 
of the alleged facts which you say were cited to oppose the granting 
of the charter, and give your proof of your statement now, that those 
were not true facts, and file it with the committee for the record ? 

Mr. Morison. I will be glad to. 

Senator Carrotu. Mr. Chairman, I wonder if I might, in the re- 
maining minutes, refer to the same testimony in the same record that 
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the ¢hairman.has indicated. This testimony, it will be noted, was 
given on January 25, 1956, by Admiral Radford. The report says: 
The Office of Defense Mobilization, headed by Dr. Arthur S. Flemming as 
chairman, made a study of this problem in its official capacity. 

~ Tt can be assumed that Dr. Arthur S. Flemming also testified about 
that same month in that same year. As I read the report which the 
chairman has just referred to, they concluded on July 9, 1956, as I 
understand, that the certificates of necessity should not be issued. 

Tt is significant to me, Mr. Chairman, that 1 year later, in 1957, we 
have testimony from the citizens of California in which they state 
specifically in this record that there was a diversion of oil from the 
west coast to the east coast by the major oil companies, leaving them 
in an unsatisfactory economic position to such an extent that it cost 
‘the consumers of California millions of dollars as a result of the major 
price rise. 

What would happen in case of war? In view of the record that 
has been made before this committee, I don’t see how either Admiral 
Radford, who is certainly a very competent person, as Chairman of 
the Joint Chiefs of Staff, or Dr. Flemming, who was then the Direc- 
tor of the Office of Defense Mobilization, could sustain the position 
that they took a year ago, in view of the economic conditions which 
confront the country today. There is a shortage of oil on the west 
coast: there is a necessity for more oil coming in there, as testified 
by a Los Angeles municipal power official. It would seem to me that 
in the light of the testimony that we have here that perhaps the Office 
of Defense Mobilization and the military itself would modify the 
testimony which they gave a year ago. 

The only point that I am not clear on, Mr. Morison, is whether the 
independent oil producers—let’s suppose that there is a complete di- 
vorcement of producers and pipeline transportation—could operate 
without being producers in pipeline operations, because of the ques- 
tion, as I understood, that Senator Kefauver raised ? 

Mr. Mortson. That is a good question. If you enact a law which 
without any reservation says a producer or refiner may not own a 
major oil pipeline, then these producers could not own interest in this 
pipeline. That is the reason I suggested that there probably should 
be some language to the effect that divorcement is required where in- 
consistent with a free market, or where the ownership would damage 
competition in the transportation of oil. 

That would then mean that in the case of the independent. pro- 
ducers they could own an interest in pipelines. 

Senator Carrotu. Let’s put it a bit differently. The purpose of a 
pipeline is to get oi] to an area in which it is needed ’ 

fr. Mortson. Right, sir. 

Senator Carroty. There are independent producers in Texas who 
want such a pipeline. 

Mr. Mortson. That is right, sir. 

Senator Carrott. That is my understanding. But assuming there 
be such a law passed, and it would be complete divorcement, would 
there not be other folks interested in a pipeline under these conditions? 

Mr. Morison. Yes; there is no question. 

Senator Carroti. Would that pipeline be profitable of and by itself ¢ 
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Mr. Morison. Just as any other mode of transportation, of course it 

would be. There are many people who have had experience in oil- 
ipeline operation that are eager to get into this. But only a few fel- 

ows who will stay in the ring for 15 years, because they won’t stay 
licked, have ever had the tenacity to keep after it. They have been 
burried and their bodies are laid all over this country, the people who 
wanted to do the simple thing of providing a transportation facility 
for oil. 

Senator O’Manonry. Thank you very much. 

The Chair will offer the following material for the record: First, a 
letter of March 20 from Senator John Sherman Cooper of Kentucky, 
enclosing a copy of communications complaining against an increase 
in price of certain oil products. 

(The letter referred to is as follows:) 


UNITED STATES SENATE, 
COMMITTEE ON RULES AND ADMISISTRATION, 
March 20, 1957. 
Hon. Joseru C. O’MAHONEY, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Committee on the Judiciary, 
Senate Office Building, Washington, D. C. 


Deak SENATOR: In connection with the inquiry which your joint subcom- 
mittee is conducting, I think you will find of interest the enclosed copy of letter 
from Mr. Fred Seale, president of the Middlesboro Tanning Co., Inc., Middles- 
boro, Ky., with copies of letters he has received from the Gulf Refining Co. 
during the last year announcing price increases on the leather-treating oil 
used by Mr. Seale’s tannery. You may wish to introduce this material into 
the evidence under consideration by your subcommittee. 

Your comments will be appreciated. 

Sincerely yours, 
JOHN SHERMAN COOPER. 


Mippiesporo TANNING Co., LNC., 
Middlesboro, Ky., March 15, 1957. 
Hon. JouHn 8S. Cooper, 
United States Senate, Washington, D.C. 


Drak SENATOR CoorperR: I am enclosing copies of letters received from the Gulf 
Refining Co., who supply us with our letter-treating oil. There have been five 
increases in this oil the past year, and I feel the increases are unwarranted 
and unnecessary. 

There are many other products on which we have had 3 and 4 increases. 
If this continues it will only be a matter of time until the tanneries will be out 
of business. 

We are receiving less per pound for our lather than we received during the 
past 414 years, at which time the tannery was bought and the company organ- 
ized. 

Anything that you can do to help us will be greatly appreciated. 

With kindest personal regards, I am, 

Very truly yours, 
Frep SEeare, President. 


GULF REFINING Co., 
Lexington, Ky., January 18, 1956. 
Mr. Frep L. SeaAze, 
President, Middlesboro Tanning Co., Ine., 
Middlesboro, Ky. 

DEAR Mr. SEALE: We wish to advise that it is necessary for us to increase 
the price of our No. 563 leather-treating oil to you, effective 30 days from this 
date. The new price will be 20.68 cents per gallon for tank cars, f. o. b. Port 
Arthur, with transportation charges allowed to Middlesboro. This price increase 
is necessary due to the general competitive increase in prices for tank-car 
shipments of naphthenic oils throughout this area. 
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We hope that this quotation meets with your approval and that we may con- 
tinue to serve you. We have appreciated very much the business you have 
given us, and we feel sure that our fine quality products have given you satis- 
factory service. 

If there is anything further we can do for you, we would appreciate your 
calling on us. 

Yours very truly, 
J. B. Overstreet, District Manager. 


GULF REFINING Co., 
Lexington, Ky., March 26, 1956. 
Mr. Frep L. SEALE, 
President, Middlesboro Tanning Co., Inc., 
Middlesboro, Ku. 


Dear Mr. SEALE: We regret very much that we now have to advise that it is 
necessary for us to further increase our price to you on No. 565 leather-treating 
oil to 21.02 cents per gallon, tank cars, f. o. b. Port Arthur, with transportation 
charges allowed to Middlesboro. This wil! be effective 30 days from this date. 

This increase is necessary due to the recent increase in tank-car freight rates. 
This increase is the exact amount of increase in freight rate, which became 
effective March 7. 

We are sorry that this increase is necessary, but we are sure that you under- 
stand the reason and that this quotation will meet with your approval. Again, 
we wish to express our appreciation for the business you have given us, and 
if there is anything further we can do, we would appreciate it if you will advise. 

Yours very truly, 
J. B. OversTREET, District Manager. 


JULF REFINING Co., 
Lexington, Ky., September 10, 1956. 
Mr. FRep L. SEALE, 
President, Middlesboro Tanning Co., Inc., 
Middlesboro, Ky. 

DEAR Mr. SeAte: With reference to previous correspondence regarding our 
No. 563 leather-treating oil, we wish to advise that it is necessary that we in- 
crease our price to you on this product in the amount of 1 cent per gallon which 
will make the price 22.02 cents per gallon, tank cars, f. o. b. Port Arthur, with 
transportation charges allowed to Middlesboro. This price increase will take 
effect 30 days from this date. 

The reason for this is that it has been necessary to increase our wholesale 
prices on all grades of conventionally refined Texas oils in the amount of 1 cent 
per gallon as of August 17. Competitive information has indicated that our 
competitors have done likewise, either before or since that time. 

We again hope this quotation meets with your approval, and that we may 
continue to serve you. If there is anything we can help you with, please feel 
free to call on us. 

Yours very truly, 
J. B. OvERSTREET, District Manager. 


Gutr Or. Corp., 
Lexington, Ky., January 9, 1957. 
Mr. FRED SEALE, 
President, Middlesboro Tanning Co., Inc., 
Middlesboro, Ky. 

DEAR MR. SEALE: We are sorry but we find it necessary at this time to increase 
our price on No. 563 leather-treating oil in the amount of the increase in rail 
freight rate from Port Arthur which became effective December 28, 1956. 

Under the circumstances, it is necessary that effective 30 days from this date, 
our price to you on No. 563 leather-treating oil will be increased from 20.02 cents 
per gallon to 22.30 cents per gallon for delivery in tank cars, f. o. b. Port Arthur 
with transportation charges allowed to Middlesboro. 
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We again wish to state that we have appreciated the business you have given 
us and hope this quotation will meet with your favorable consideration. 
Yours very truly, 
W. R. Parrerson, 
District Manager. 


GutFr Or Corp., 
Lewington, Ky., March 11, 1957. 
Mr. Frep L. SEALE, 


President, Middlesboro Tanning Co., Inc., Middlesboro, Ky. 


DEAR Mr. SEALE: We regret very much to advise that it is necessary for us to 
increase our price to you on No. 568 leather treating oil to 24.61 cents per gallon, 
tank cars, f. 0. b. Port Arthur, with transportation charges allowed to Middles- 
boro. This will be effective April 1, 1957. 

The above price is exclusive of any applicable taxes. 

We are sorry that this increase is necessary, but we are sure you understand 
the reason. Again we wish to express our appreciation for the business you have 
given us, and if there is anything further we can do we would appreciate it if you 
will advise. 

Yours very truly, 
W. R. Parrerson, District Manager. 


Senator O’Manonry. A statement by Mr. John Patrick Beacom, 
city director of the city of Fairmont, W. Va. 
(The statement referred to is as follows:) 


STATEMENT By J. ParricK BeAcom, City Drrecror oF THE Ciry, oF FAIRMONT, 
W. VA, 


Gentlemen of the United States Senate Subcommittee on Antitrust and 
Monopoly, I deem it a great privilege and high honor to be able to make a state- 
ment to your honorable body in behalf of the American consumer and West Vir- 
ginia’s great coal industry in connection with your present investigation into 
recent increases in the retail price of gasoline and oil. 

In my official capacity as city director of the city of Fairmont, W. Va., I desire 
to call your special attention to the fact that in my home city and the surround- 
ing area comprising the cities of Morgantown, Clarksburg, and Grafton, the 
consuming public has been paying, in my opinion, exorbitant prices for petroleum 
and petroleum products, not only recently, but as far back as 1953. 

During the pust few years, while other areas, as close to Fairmont as Waynes- 
burg, Pa. (45 miles) ; Pittsburgh, Pa. (100 miles) : Washington, Pa. (68 miles) ; 
Wheeling, W. Va. (75 miles) ; Parkersburg, W. Va. (100 miles) ; Huntington, 
W. Va. (190 miles) ; and neighboring cities in Ohio, were selling gasoline for 
prices from 5 to 7 cents per gallon under the prices charged in this north-central 
section of West Virginia, the retail price of gasoline to the consuming public 
was steadily increasing. Not once, to my knowledge, have the major oil com- 
panies during this period ever reduced prices. Always the trend has been 
upward. 

The recent 1-cent-a-gallon increase in price of gasoline by the producers 
serving West Virginia is a paradox without successful explanation. Scarcity 
generally is the factor behind price increases, but a recent issue of the Wall 
Street Journal belies this thinking, pointing up the fact that consumption in the 
Nation still lags far behind the output of gasoline. Gasoline stocks, now a 
record 190 million barrels, are more than 17 million above 1956 and still rising. 
In the week ending January 12, 1957, they climbed more than a million barrels. 

With the country’s gasoline stockpile at its highest peak, the consuming 
public, especially in this section of West Virginia, geographically situated in a 
large petroleum producing section of our country, continues to pay ever-increas- 
ing prices for gasoline and oil, while other sections of the Nation much farther 
from petroleum-producing sectors than central West Virginia, are today and 
have been for a long period of time, buying gasoline and oil at considerably 
lower prices than we in the Fairmont, Clarksburg, Morgantown, Grafton area 
must pay for the same products. 

A personal investigation by the writer which has carried him into more than 
20 States east of the Mississippi River during the past 18 months, indicates the 
public in north-central West Virginia, currently is paying a higher retail price 
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for gasoline and oil than any of the other States in the eastern section of the 
Nation. 

It is indeed a strong indication of unfettered monopoly power when the major 
oil companies are able to increase prices across the board at a time when storage 
tanks are bursting with oversupplies of gasoline stocks, and it is another indica- 
tion of this same monopoly power when oil companies can first dump foreign 
residual oil at uneconomic cutthroat prices to destroy and capture coal markets 
and then later arbitrarily raise the price of fuel oil. West Virginia’s consum- 
ing public and it’s great coal industry is not afraid of free competition, but it 
can ill compete with domestic monopoly and international cartels. 

In the case of the Fairmont and local gasoline and oil service station opera- 
tors, the continuing increases in price of gasoline and oil is causing the station 
owners and operators to lose money, because under the city of Fairmont’s taxing 
powers, each station operator as well as all other business, must pay to the city 
of Fairmont a tax on the percentage of the gross volume of business each business 
does during the year. Result of increased prices to the consuming public, is lower 
volume of gallonage at most stations, but higher gross dollar volume of business, 
thus the little gasoline and oil service station operators make less money, but 
must pay greater local taxes. 

May I, on behalf of the city of Fairmont, speaking for the thousands of persons 
in the area so vitally affected by this uncontrolled monopoly power now vested 
in the hands of the major oil-producing companies, urge that your committee 
recommend to the Congress of the United States, such steps as are necessary 
and consistant with the freedom of enterprise, to the end, that the American con- 
sumer of petroleum products may have some immediate relief and future pro- 
tection against future arbitrary price rises on gasoline and oil, without first jus- 
tifying the need. 

May I thank this committee for it’s kind consideration of the facts outlined in 
this statement and presented to you today. 


Senator O’Manoney. A statement and supplementary remarks by 
the Oil Producers Agency of California. 
(The material referred to is as follows:) 


STATEMENT OF OIL PRopUcERS AGENCY OF CALIFORNIA, Los ANGELES, CALIF., ON 
THE Neep FoR CrupE Ort PRICE LNCREASES 


This statement is submitted by Oil Producers Agency of California, a trade 
association of independent producers who produce approximately 30 percent of 
total California oil production, for inclusion in the record of the hearings of the 
Senate Antitrust and Monopoly Subcommittee, of which Senator Joseph C. 
O'Mahoney is chairman. 

Its purpose is to explain the need for and support recent crude oil price in- 
creases. It is concerned with California especially where crude oil price in- 
creases have not offset increased costs, and where they have been inadequate. 

The producer of oil must not only recover his day-to-day costs, with a reason- 
able profit, but must also secure sufficient revenue out of his oil production to 
enable him to explore for and develop new oil supplies. When his revenue is 
insufficient, oil supplies are not maintained—they diminish. 

That has been the case in California ever since 1953. In that year, California 
oil production averaged 1 million barrels daily ; by 1956, production had dropped 
to 960,000 barrels daily for the year and in January 1957, was only 940,000 
barrels daily. 

Concurrently, with the declining supply, demand has increased. It was 
1,152,000 barrels daily in 1953; in 1956 it reached 1,270,000 barrels daily, an 
increase of 10 percent. 

During the months from February 1953 to the end of 1956 there were but 8 
increases in the price of California crude oil, 2 of which were insignificant in 
that they not only were small in themselves but also applied only to the heaviest 
crudes produced in the State. Together, they were the equivalent of approxi- 
mately 1%4 percent on the State’s total production. The third increase, on No- 
vember 19, 1956, occurred so near the end of the year that it had little effect 
on the producer’s 1956 revenue, although it was equivalent to about 20 cents 
per barrel on total production. However, the 3 increases from February 1953 
to the end of 1956 resulted in prices approximately 9 percent over those pre- 
vailing in 1953. 
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The latest increase, on January 17, 1957, also. was approximately 9 percent. 
The total effect of the series of increases has been to make current prices for 
California crude oil some 19 percent higher than in 1953. 

What happened to costs during that same period? 

Generally, costs in the California oil industry followed the same trends as 
those in the national oil industry. The increase during this period was at least 
35 percent, according to the cost study committee of the Independent Petroleum 
Association of America. But certain elements of cost in California can be 
singled out to pinpoint the need for crude price increases in the State. 

The Labor Statistics Bulletin of the California State Department of Employ- 
ment shows that hourly earnings of employees in “erude oil and natural gas 
production” increased 15 percent during the period. Not only is this wage 
increase substantial in itself, but the number of employees also increased, 
the effect of which was to increases the total weekly payroll by 22 percent. 
Weekly payroll costs in the California oil producing industry have, therefore, 
increased 3 percent more than has the price of crude oil. 

Measured against oil production, direct payroll costs have increased even 
more. The combination of increased wage rates paid to a greater number of 
employees coupled with a decline in the rate of production has resulted in an 
increase of 31.2 percent in direct payroll cost per barrel of oil produced. This 
31.2 percent cost increase compares with the increase of 19 percent in crude oil 
prices. 

The oil industry in California is a user of substantial quantities of steel. 
The average California producing well requires approximately 14 tons of 
oil-well casing per thousand feet of depth. Since the average depth of such wells 
in 1956 was 4,400 feet, approximately 62 tons of oil-well casing were needed 
per well. 

Prices of this steel have increased about 30 percent since 19538. Prices of other 
steel materials used by the industry, such as tubing, sucker rods, line pipe, 
drilling bits, pumping units, and many others, have increased in like amounts. 

There are other increased costs of drilling for and production of oil which also 
have increased substantially since 1953. Oil-well surveying, cementing services, 
production services, trucking, and all other service charges, as distinct from 
materials costs, have followed the trend of rising costs and prices, and have 
added to the total cost of the production of oil. 

These cost increases must be met out of revenue derived from the production 
of California oil wells. But even at current prices, gross revenue per producing 
well in California is 2.5 percent less than it was in February 1953. At that time, 
average production per well was 31.7 barrels daily. The average price of oil was 
$2.49 per barrel, and the gross revenue of the average well was, therefore, 
$78.93 per day. 

In January 1957, average production per well was 26 barrels daily ; the average 
price of oil was $2.96 per barrel; gross revenue of the average well was $76.96 
perday. This is a decrease of $1.97 in gross revenue per well per day, and it came 
at a time during which drilling costs increased. 

A recent joint survey of the Independent Petroleum Association of America, 
the American Petroleum Institute, and the Mid-Continent Oil & Gas Association 
showed that the average cost of drilling and equipping a California well in 1953 
was $85,655, when the average depth was 4,405 feet. 

By 1956, the average depth had increased to 4,581 feet, and costs had increased 
35 percent. The cumulative effect of greater depths and increased costs results 
in an estimated cost of $118,665 for the average California well in 1956. This is 
an increase of 38.4 percent in the cost of the average well. It compares with a 
crude price increase of 19 percent and a decrease of 2.5 percent in average gross 
revenue per well. 

The result has been that both total drilling and oil-well completions have 
declined. In 1956, 2,306 wells were drilled in California, of which 1,780, or 77 per- 
cent, were successful producers ; in 1953, 2,578 wells were drilled, of which 1,909, 
or 74 percent, were successful producers. This is a decline of 10.6 percent in 
total wells drilled and 6.8 percent in successful producing welis completed. 

The actual decline in number of wells is of considerable significance by itself, 
but when it is realized that the average well in 1956 developed less production 
than the average 1953 well and that the decline rate of old wells increased from 
14 percent per year in 1953 to 14.6 percent in 1956, the decrease in field activity 
becomes even more significant. 

At a production rate of 940,000 barrels daily in January, and with a decline 
rate of 14.6 percent, the State’s production would drop 137,000 barrels per day 
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by the end of 1957. The average sustained production from new oil wells drilled 
in 1956 was 69 barrels per day. This means that, just to maintain production 
at the 940,000-barrel daily rate in 1957, 1,985 wells must be completed as oil 
producers during the year. Since, however, only 77 percent of wells drilled 
are successful producers, a total of 2,578 wells must be drilled. 

In contrast, the decline rate in 1953 was 14 percent and production of new 
wells was 89 barrels daily per well. Thus, to maintain production of 940,000 
barrels per day in that year, and assuming the same success ratio, it would have 
been necessary to drill only 1,926 wells. 

In short, to maintain production at 940,000 barrels per day in 1957 the Cali- 
fornia industry must drill 34 percent more wells, which cost an average of 
38.4 percent more, than it would have had to do in 1953; yet crude-oil prices have 
increased only 19 percent during that time and average revenue per well has 
decreased 2.5 percent. 

The unyielding crude price during the years 1953-56, against constantly increas- 
ing costs, has resulted in a weakening of the capability of the California oil 
industry. The decline in production from 1 million barrels per day in 1950 to 
960,000 in 1956 and to a current 940,000 reflects this weakening, as does the 
decline in drilling from 2,578 to 2,306 wells, and in oil-well completions from 1,909 
to 1,780. 

All of these declines have occurred during a time when demand for oil on the 
Pacific coast—the California oil industry’s traditional marketing area—have 
increased. In relation to market requirements, therefore, the decline in Cali- 
fornia oil production is greater than it is in absolute terms. Production was 
1 million barrels per day in 1953, when total demand was 1,152,000 barrels per 
day; production in 1956 was 960,000 barrels per day when demand was 1,270,000. 
In 1953 California crude production averaged 87 percent of total demand; in 
1956 it averaged only 75 percent of demand; in January 1957 it was only 69 
percent of demand. 

This discussion has dealt with total figures for the California oil industry. 
The statistics presented have not been segregated between integrated—so-called 
major—companies and independent producers. 

Since they apply only to the development and production of oil, however, they 
are of greater significance to the independent producer and have more influence 
on his operations than on those of the major company. The producer has but 
one source of revenue—the sale of his crude oil. In California independent pro- 
ducers account for about 45 percent of total production. At current levels, this 
is some 423,000 barrels per day; in 1953 it was 450,000. The producer has no 
way to recoup his production loss; he has no foreign-oil production, no refining 
nor marketing operations. As a consequence, he is unable to continue the 
exploratory and drilling effort required to maintain or rebuild his own supply 
and thus maintain and rebuild approximately half the total supply of California 
oil. In fact, the producer completed only 1,032 wells in California last year, 
whereas in 1953, when his income was more nearly adequate, he completed 1,065. 
The decrease may seem slight, but when measured against increased and increas- 
ing requirements it becomes important. 

Generally the independent producer has the smaller and, hence, less profitable 
wells. In December 1953 he was operating 17,632 wells, whose production aver- 
aged 25.6 barrels per day. This was 55 percent of the total number of wells 
for 45 percent of total production. In December 1956 the producer operated 
19,619 wells, whose production averaged 22.1 barrels per day. This was 54 per- 
cent of the total number of wells again for 45 percent of total production. 

Another characteristic of oil produced by independent producers in Cali- 
fornia is that it is predominantly of the heavier grades and, hence, is in the 
lower range of prices. Approximately 36 percent of independent crude produc- 
tion is of 19 gravity or lower; 65 percent, or two-thirds, is below 25 gravity. 

Thus, most of the independent’s oil production, which in total is 45 percent of 
the State’s production, and which is produced from 55 percent of the wells, is 
below the average gravity of California crude—approximately 26—and is thus 
below the average price of California crude. 

Obviously, adequate crude prices are vastly more important to the independent 
producer than they are to the integrated company. From a personal point of 
view, the producer must have adequate prices for his sole asset if he is to 
remain in business. Broadly, however, the Nation’s interest is best served when 
the independent oil-producing industry is economically healthy. 

The most important reason for recognizing and meeting the economic needs 
of the independent producer is that of national security. It has been said that 
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every oilfield first existed in the imagination of some man—a man who backed 
up his belief with the drill and who, infrequently but often enough, found and 
kept the known oil resources of the Nation adequate to its needs, 

Thus, it is important to the national security that the economic climate of 
the oil industry be such as to keep the independent producer in business and 
to encourage others to enter the business. It has frequently been shown that 
there is a direct relationship between the price and volume of oil. produced 
on the one hand ,and the rate of drilling and capacity to produce on the other. 
The greater the number of independent companies operating at a profit, the 
greater the number of wells drilled and the greater the Nation’s capacity to 
produce oil. The greater the Nation’s capacity to produce oil, the greater its 
security. To a.not insignificant extent, the safety of the Nation depends upon 
whether the price of crude oil is sufficient to encourage independent producers 
to explore for, discover, and develop its oil resources, 

In summary, and particularly as to California, such raises in the price of 
crude oil as have occurred were long overdue. Even at current levels, crude-oil 
prices haye not offset cost increases incurred since 1953. 

The capability of the California industry has been weakened, drilling and 
production rates have both declined, and the gap between California supply 
and the demand for oil in the normal California marketing area has widened. 

To the extent that recent crude-oil-price increases tend to correct this trend 
by enabling the industry to develop new and additional sources of supply, they 
are in the national interest. 

To the extent that they result in better economic conditions for the inde- 
peudent producer, they are in the national interest. 

The fundamental! responsibility of the oil industry is to provide all the oil 
needed by the Nation, in peace or war. In the final analysis, the only com- 
pletely reliable oil supply in time of war is the domestic oil supply. It can be 
maintained and increased only if oil prices are adequate to cover the producer’s 
day-to-day costs and to generate sufficient additional revenue to enable him to 
continue to search for and develop the Nation’s oil resources. 





O1 Propucers AGENCY OF CALIFORNIA, 


Los Angeles, Calif., March 29, 1957. 
Mr. DonaLp P. McHvueGuH, 


Senate Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D. C. 


Dear Mr. McHvuex: Pursuant to Senator O’Mahoney’s telegram of March 25, 
IT am submitting below certain comments on portions of the testimony of Messrs. 
L. M. Glasco, William W. Studdert, and H. Graham Morison which was presented 
to the Senate Antitrust and Monopoly Subcommittee on March 22. 

Having had an opportunity to read copies of the prepared statements sub- 
mitted in behalf of the West Coast Pipeline Co. by these witnesses, we believe 
it sufficient merely to comment. We will, therefore, not submit a formal state- 
ment, but ask that this letter be made a part of the record. 

Mr. Glasco argues that his proposal is economic, yet he states that he has been 
unable to secure commitments to purchase the oil he proposes to deliver through 
his pipeline into California. It seems to us that these statements are mutually 
antipathetic. When business proposals meet the test of economics, they are 
brought to completion. 

As to Mr. Glasco’s general statements that California production is at present 
not sufficient to supply total Pacific coast requirements, no one disagrees. It is 
equally true that no consumer of oil products has been unable to secure his 
requirements, because the industry operating in a free and competitive atmos- 
phere, has provided necessary supplies. The question is, then, not one of need, 
but whether the Government is to be misled into providing facilities which all 
of its responsible agencies have heretofore found to be unnecessary. 

Mr. Studdert argues that a supply of oil for the west coast is essential in times 
of war. With that, we are in complete agreement, but we cannot follow him to 
the illogical conclusion that unless one specific pipeline—the one he is helping 
to promote—is built, there will be insufficient supplies. As supplies are needed, 
private enterprise will construct the necessary facilities, as witness the pipe- 
line from the “four corners” area now under construction, the expansion of 
the Canadian pipeline, and the completion of a products line from El Paso to 
the Tucson-Phoenix area—all of which Mr. Studdert neglects to mention. 
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Further, Mr. Studdert has been misinformed as to oil production in the Los 
Angeles area. He says that one bomb could wipe out almost 650,000 barrels of 
oil production in southern California, while actual production in the area in 
December 1956 was 310,000 barrels daily. This is a minor point, but Mr. Stud- 
dert’s inaccuracy here casts some doubt on the accuracy of other statements in 
his testimony. 

Mr. Morison's testimony hardly requires comment.. The allegations he makes 
must be susceptible of proof; if proven, there are adequate remedies under the 
law. It is hardly necessary for the Government to guarantee the financing of a 
pipeline in order to break up the monopoly he alleges. 

Thank you for the opportunity to comment on the testimony of these witnesses. 
We have no quarrel with anyone who, as a private entrepreneur, builds a pipe- 
line or anything else. We do, however, object to the use of Federal funds or credit 


for uneconomic and unnecessary projects, which the record amply demonstrates 
the West Coast Pipeline Co. proposal to be. 
Yours very truly, 


Stark Fox. 
(The following letter was submitted for the record :) 


THe Texas Co., 
New York, N. Y., April 24, 1957. 
Hon. Josepn C, O’MAnONEY, 
United States Senate Office Building, 
Washington, D. C. 


Deak SENATOR O’MAHONEY: My attention has just been called to the testimony 
before your subcommittee on March 22, 1957, by Mr. Lowell M. Glasco relative 
to the Texas Co. and Mr. Burt EB. Hull. Mr. Glasco’s testimony gives a com- 
pletely erroneous and misleading impression of the situation which he pur- 
ports to describe. I am, therefore, giving you the following brief outline of the 
actual facts, and I respectfully request you to include this letter in the record 
of the proceedings of your subcommittee. 

Mr. Burt E. Hull was employed by the Texas Co. or one of its subsidiary or 
affiliated companies for a period of more than 46 years. He was an expert pipe- 
line man and rose to the position of president of the Texas Pipe Line Co., which 
was our company’s principal pipeline subsidiary. 

In 1947, when he was 63 years of age and within 2 years of the normal retire- 
ment age in our organization, Mr. Hull resigned as president of the Texas Pipe 
Line Co. and was elected vice president of the Texas Co. At the same time he 
was given a 3-year leave of absence to become president of the Trans-Arabian 
Pipe Line Co., and, in such capacity, to supervise the construction of the Arabian 
pipeline. 

During the period Mr. Hull was acting as the president of Trans-Arabian Pipe 
Line Co., he reached age 65 and our company extended his retirement for a pe- 
riod of 2 years so that he could continue with the construction of the pipeline. 

Mr. Hull continued as president of the Trans-Arabian Pipe Line Co. until after 
its pipeline was completed in 1950, and in the spring of 1951 he resigned. Mr. 
Hull was then 67 years of age and the 2-year extension of his period of retire- 
ment from the Texas Co. was coming to an end. The Texas Co. then made an 
agreement with him whereby the company engaged him as a pipeline consultant 
at a fee of $7,200 per year for 7 years following his retirement on June 1, 1951. 
This agreement contained the following paragraph: 

“3. During the period beginning June 1, 1951, and ending May 31, 1958, Hull 
shall not accept any employment or perform any services for any other oil com- 
pany or pipeline company, except with the written consent of the chairman of 
the board or the president of the company.” 

Approximately a year after the signing of this agreement, when Mr. Hull was 
arranging to become associated with the West Coast Pipe Line Co., he discussed 
the matter with Mr. J. S. Leach, then president of the Texas Co., and was told 
by Mr. Leach that his employment by the West Coast Co. was inconsistent with 
the foregoing paragraph of his agreement with the Texas Co. Mr. Hull did not 
sever his connection with the West Coast Co., but the Texas Co., nevertheless, 
has continued to pay him the amounts provided in the agreement. 

In addition to the payments which have been made to Mr. Hull under the 
agreement mentioned above, he is entitled to, and receives, a pension under the 
Texas Co.’s group life insurance and pension plan. The payment of such pen- 
sion is made by the insurance company which insured the plan, and the Texas 
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Co. has no control whatsoever over its payment. Mr. Hull is quite well aware of 
this, and the impression which you received from Mr. Glasco’s testimony that 
the Texas Co. had threatened Mr. Hull with the loss of his pension if he did not 
withdraw from the West Coast Pipe Line Co. is completely without foundation. 


I shall greatly appreciate the favor of your cooperation in making this letter 
a part of your record. 


Respectfully yours, 
Oscar JOHN DOoRWIN. 
Senator O’Manonery. The committee will stand in recess at the call 
of the Chair. 
(Whereupon, at 1:05 p. m., the subcommittee adjourned, subject to 
the call of the Chair.) 
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